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PROGRAM  OF  TWENTY-SEVENTH  ANNUAL  MEETING 
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Presiding,  President  Gray 
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Albert  W.  Atwood,  Princeton,  N.  J, 

Walter  E.  Lagerquist,  Northwestern   University  School  of  Com- 
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A.  R.  Marsh,  New  York  City 
Joseph  H.  Underwood,  University  of  Montana 
William  C.  Van  Antwerp,  Board  of  Governors,  New  York  Stock 
Exchange 
Discussion  under  the  five^minute  rule 
William  Z.  Ripley,  Harvard  University 
i3Q  p.  M.    Thibd  Ssssiok 
Presiding,  Thomas  N.  Carver,  Harvard  University 
Mauckt  Distubutiok 
Papers 
Royal  Meeker,  United  States  Commissioner  of  Labor  Statistics 
L.  H.  D.  Weld,  University  of  Minnesota. 
Discussion  under  the  ten-minute  rule 
George  N.  T<auman,  Cornell  University 
Selden  O.  Martin,  Harvard  University 

A.  E.  Swanson,  Northwestern  University  School  of  Commerce 
Clyde  L.  King,  University  of  Pennsylvania 
Discussion  under  the  five-minute  rule 
J.  Russeli  Smitli,  Swartlmiore,  Pa. 
Henry  C.  Emery,  Yale  University 
John  L.  Coulter,  Peabody  College 
430  p.  M.    Reception  for  the  members  of  the  Association  at  President  Hib- 

bcn's  house,  "Prospect" 
830  p.  M.    Smoker  at  Thomson  Hall 
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WBDNSSDAY,  D^emnber  SO 
9^  A.  M.    Meeting  of  the  Executive  Committee 
10  ▲.  M.    FouBTH  Ssanoir 
Joint  meeting  with  the  American  Statistical  Association 
Presiding,  John  Koren,  President  oi  tlie  American  Statistical  Association 
Thi  Statesxtcal  Woek  or  thx  Uzoted  Statbs  GoysBarxEinr 
Discussion  under  the  ten-minute  rule 
Walter  F.  Willcoz*  Cornell  University 

E.  Dana  Durand,  University  of  Minnesota 

Royal  Meeker,  United  States  Commissioner  of  Labor  Statistics 
Wesley  C.  Mitchell,  Columbia  University 

Walter  S.  Gifford,  American  Telephone  and  Telegraph  Company 
Harvey  S.  Chase,  Boston,  Massachusetts 
Roger  W.  Babson,  Wellesley  HiUs,  Massachusetts 
John  Cununings,  Washington,  D.  C 
Discussion  under  the  five-minute  rule 
J.  A.  Hill,  Bureau  of  the  Census 
N.  I.  Stone,  Brooklyn,  N.  Y, 
9.80  p.  M.    Futh  Sibsiok 
Presiding,  President  Gray 

1.  Thz  RiLATXOir  OF  Educatiok  to  ImmsiBiAL  Efficukct 
Paper,  Edward  D.  Jones,  University  of  Michigan 
Discussion  under  the  ten-minute  rule 
H.  L.  Gantt,  New  York  City 
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OF  Wealth 

Paper,  T.  S.  Adams,  Wisconsin  Tax  Commission 
Discussion  under  the  ten-minute  rule 
R.  R.  Bowker,  New  York  aty 
7  p.  M.    Subscription  Dinner  at  Procter  Hall  of  the  Graduate  College 

THURBDAT,  Dseember  SI 

9  A.  M.    Business  meeting.     Election  of  officers,  etc 

10  A.  M.    Meeting  of  the  Executive  Committee 
1030  A.  M.    Sixth  Sessiok 

Joint  meeting  with  the  American  Sociological  Society 

Presiding,  President  Gray 

The  Public  Regulatiok  of  Wages 

Papers 

Frank  H.  Dixon,  Dartmouth  CoUege 

Mrs.  Glendower  Evans,  Boston,  Massachusetts 
Discussion  under  the  ten-minute  rule 

F.  J.  Wame,  Washington,  D.  C. 

H.  B.  WoolBton,  College  ot  the  Qty  of  New  York 
I.  M.  Rubinow,  New  York  aty 
Discussion  under  the  five-minute  rule 
Theresa  McMahon,  University  of  Washington 
W.  L.  Whittlesey,  New  York  aty 
Scott  Nearing,  University  of  Pennsylvania 
N.  I.  Stone,  Brooklyn,  N.  Y. 


ECONOMICS  AND  THE  LAW 

annuaii  asdeess  of  the  presidekt 

John  H.  G&at 
The  University  of  Mmnesota 

As  Bacon  centuries  ago  taught  men  that  ^^knowledge  is  to  be 
found  by  careful  investigation  of  nature,  not  by  spinning  cobwebs,'' 
and  ^^tumed  men  from  disputations  of  words  to  an  observation 
of  the  world  around,"  so  we  are  learning  today  for  the  first  time 
that  economics  is  a  science  that  has  to  do  with  Jtheaffair^  of  iJus 
world  and^ia^gt  merely  a  part  of  abstract  philosophy.  Half  a 
century  ago  Mill  was  called  severely  to  account  for  asserting  that 
while  production  rested  on  physical  laws  distribution  rested  on 
the  conventions  of  society.  We  are  just  beginning  to  find  out  how 
wide  of  the  mark  the  first  part  of  this  statement  is,  however  true 
within  wide  limits  the  latter  may  be. 

Until  within  a  decade  or  two  economics  was  considered  the  science 
of  private  pecuniary  gain.  Within  very  recent  days  the  emphasis 
has  shifted  from  private  gain  to  human  welfare. 

The  traditional  economics  took  definite  shape  at  the  moment 
when  the  world  was  passing  from  one  economic  system,  method 
of  production,  and  business  organization  to  another.  Its  princi* 
pies  were  drawn  almost  entirely  from  the  conditions  then  rapidly 
passing  away.  They  were  posited  on  the  condition  of  the  inde- 
pendent employer,  who  was  at  the  same  time  skilled  workman, 
capitalist  or  owner  of  the  instruments  of  production,  and  actual 
director  of  industry.  This  was  before  the  productive  power  of 
the  world  was  capable  of  producing  a  large  surplus  wealth.  The 
key  to  the  industrial  situation  then  was  the  trained  independent 
employer,  working  within  the  guild  for  his  own  account  under  the 
rules  formulated  by  the  guild.  The  chief  object  of  these  rules 
was  to  give  every  man  an  equal  chance  and  to  assure  to  him  the 
rewards  of  his  industry  and  skill.  Capital,  in  that  age,  though 
important  was  not  a  separate  category.  The  philosophy  did  not 
provide  for  a  condition  of  affairs  in  which  the  mass  of  the  work- 
men were  unskilled,  working  for  wages,  and  the  instruments  of 
industry  were  owned  by  another  class  of  society,  for  the  most  part 
devoid  of  technical  knowledge.  CThe  main  object  of  guild  rules 
was  always  general  well-being  and  not  capitalistic  profits.) 
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^     The  present  system  is  based  fundamentally  on  competition,  pri- 

I    vate  property,  and  individual  freedom  of  contract.    The  univer- 

\    sality    and   beneficence    of   competition  are  assumed.    It  is  also 

/   assumed  that  when  an  individual  pursues  his  own  financial  advan- 

;    tage  successfully  he  creates  wealth,  and  that,  under  competition, 

K    this  wealth  will  be  widely  if  not  equally  diffused  and  the  com- 

1   munity  will  thereby  benefit.     This  teaching  remained  virtually 

I    unshaken  in  theory  and  universal  in  practice,  so  far  as  the  organi- 

\  zation  of  society  was  concerned,  to  something  like  a  generation 

vago. 

Meantime,  the  surplus  wealth,  due  to  the  industrial  revolution 
and  the  universal  application  of  machinery,  had  enormously  in- 
creased and  these  economic  doctrines  had  become  thoroughly 
crystalized  into  a  body  of  positive  law  and  institutions.  Nowhere 
else  was  the  system  so  thoroughly  entrenched  in  law  as  in  the 
United  States  under  the  constitutions,  federal  and  state.  Granted 
the  underlying  assumptions  of  this  school  and  it  logically  followed 
that  any  conscious  attempt  to  control  the  production,  distribution, 
or  consumption  of  wealth  was  not  only  an  unwise  and  unjust  inter- 
ference with  natural  forces,  but  was  sure  to  work  injury  in 
practice  by  making  worse  the  very  evils  it  was  aimed  to  lessen  or 
abolish. 

This  deprived  society  of  a  conscious  aim  and  left  the  state  like 
a  ship  without  a  rudder.  With  the  enormous  increase  of  surplus 
under  such  a  system,  it  became  increasingly  advantageous  to  in- 
dividuals to  control  this  surplus.  The  economic  doctrines,  the 
principles  of  laissez-faire,  together  with  the  rapid  development  of 
means  of  communication  and  transportation,  quickened  all  move- 
ment. Combination  followed.  Nor  should  it  be  forgotten  that 
until  very  recently  the  endless  extent  of  free  land  and  unappro- 
priated natural  resources  concealed  the  true  condition  of  affairs 
and  the  general  tendencies  of  our  civilization.  At  the  same  time, 
the  conditions  of  life  were  so  easy  for  all  that  any  attempt  to 
change  the  constitution  of  society  or  to  reform  the  system  fell  on 
deaf  ears.  The  forces  making  for  combination  resulted  in  an  un- 
mistakable trend  toward  monopoly  and  the  passing  into  the  control 
of  a  few  hands  of  the  natural  resources,  the  instruments  of  pro- 
duction, and,  above  all,  the  sources  of  credit. 

It  became  harder  each  year  for  any  man  to  become  an  inde- 
pendent undertaker  of  industry,  or  even  to  entertain  a  rational 
hope  of  such  achievement.    This  caused  class  cleavage  and  social 
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unresiTTrhe  keeping  open  of  the  gates  of  immigration,  together 
with  the  constant  increase  of  automatic,  or  semi-automatic,  ma- 
chinery made  the  profitable  employment  of  a  lower  and  lower 
grade  of  workmen  in  our  manufacturing  industries  possible.  The 
incoming  of  these  hordes  of  various  races,  tongues,  and  religions, 
prevented  that  effectual  combination  of  labor  which  might  have 
done  something  in  the  absence  of  a  strong  government  to  check 
the  growing  inequality  of  wealth  and  opportunity.^ 

The  interpretation  of  our  constitution  by  wmch  a  corporate 
charter  became  a  contract  and  a  corporation  was  endowed  with 
all  the  more  important  economic  characteristics  and  rights  of  a 
natural  person,  destroyed  competition  as  a  controlling  factor  in 
industrial  life.  Lax  corporation  laws  supplemented  by  liberal  in- 
terpretation of  the  same  by  the  courts,  led  the  corporations  to 
combine  under  various  forms  and  to  enter  into  gigantic  trusts  and 
combinations. 

When  the  American  Economic  Association  was  formed  about  a 
quarter  of  a  century  ago,  the  prevailing  system  of  economics 
taught  that  the  state  or  organized  society  as  such  had  nothing  to 
do  with  economics,  although  it  must  be  said  to  the  credit  of  some 
of  the  founders  that  they  protested  vigorously  against  such  doc- 
trines, r  Economics  was  considered,  in  the  English  speaking  world, 
a  purely  abstract  philosophy — an  a  priori  science.  The  sole 
function  of  the  state  was  to  preserve  law  and  order,  and  to  prevent 
physical  violence  to  persons  and  injury  to  property.  Under  the 
assimiption  of  individual  liberty,  freedom  of  contract,  free  and 
beneficent  competition,  whatever  wrong  existed  would  tend  to  right 
itself.  Hence,  society,  as  such,  need  not  concern  itself  consciously 
about  the  conditions  of  production  or  distribution.  Contrary  to 
the  theory,  this  beautiful  system  of  abstract  philosophy  never  had 
any  very  close  relation  to  the  actual  world  of  affairs  at  any  time, 
or  in  any  place.  But  the  increasing  inequality  of  wealth  and 
opportimity  drove  the  the  actual  world  every  day  farther  and  far- 
ther away  from  the  prevailing  theory  of  economics.  Competition 
never  applied  as  completely  in  any  nation  or  community  as  the  early 
economists  implied,  for  the  simple  reason  that  to  be  effective  compe- 
tition must  be  between  units  of  substantially  equal  bargaining 
power.  This  means  not  only  the  equal  personal  liberty  of  the  con- 
tracting parties,  on  which  we  have  laid  so  much  stress,  but  it  also 
calls  for  substantially  equal  intelligence,  knowledge,  and  economic 
well-being.    In  other  words,  each  party  must  be  free  to  enter  into  a 
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given  contract,  or  to  refuse  to  do  so,  as  the  one  result  or  the  other 
promises  him  more  advantage.  The  fact  that  one  of  the  parties 
enters  into  a  contract  that  he  knows  will  be  generally  disadvan- 
tageous to  him  because  he  feels  that  if  he  refrains  from  entering 
into  it  he  will  be  worse  off  than  if  he  accepted  it,  fulfills  neither  the 
idyllic  suppositions  of  the  economists  nor  the  legal  conception  of 
freedom  of  contract. 

In  the  first  flush  of  individual  liberty,  population  was  small, 
capital  was  limited  and  largely  held  in  individual  hands.  Under 
the  then  existing  circumstances  the  facilities  did  not  exist  for  com- 
bined action  or  for  freedom  of  contract.  Nor  was  any  attempt, 
in  fact,  ever  made  to  bring  within  the  area  of  freedom  of  contract 
any  considerable  portion  of  the  population  living  at  any  one  time 
in  any  conmiunity.  First,  freedom  of  contract  arose  in  the  days 
when  the  major  portion  of  mankind  was  not  free  in  the  sense  implied 
by  the  term  freedom  of  contract.  They  were  living  in  a  condition 
of  semi-freedom,  or  status,  more  or  less,  free  according  to  our 
standards,  but  nevertheless  restricted  in  many  ways.  In  many 
communities,  even  the  most  advanced,  a  large  part  of  the  popula- 
tion were  in  actual  slavery.  They  of  course  were  excluded. 
Women,  minors,  idiots,  and  many  other  classes  were  shut  out  from 
this  sacred  precinct. 

But  it  was  not  until  the  days  of  capitalistic  industry  and  the 
enormous  surplus  resulting  therefrom,  with  the  consequent  class 
cleavage  and  the  creation  of  the  great  wage-earning,  non-propertied 
classes,  that  we  began  to  discover  that  the  majority  of  the  per- 
sonally free  adult  males,  because  of  economic  conditions,  were  quite 
as  unfree  economically  as  many  of  those  whose  personal  freedom 
was  limited  by  law. 

Furthermore,  it  may  be  questioned  whether  or  not  the  mere 
growth  of  fixed  capital,  in  the  absence  of  all  other  considerations, 
does  not  fix  a  definite  limit  to  the  effectiveness  and  beneficence  of 
competition.  I  take  it  that  the  Ricardian  doctrine  of  competition 
rests  fundamentally  on  the  belief  that  when  two  competitors 
attempt  to  supply  the  same  market  with  a  given  commodity  the 
price  of  that  commodity  will  finally  be  cut  to  the  point  at  which 
the  most  efficient  can  still  sell  at  a  profit,  while  the  less  efficient 
will  find  that  price  unremunerative.  It  further  assumes  that  when 
that  condition  is  reached  the  less  efficient  can,  and  will,  withdraw 
his  capital  and  labor  and  apply  them  to  some  other  industry  which 
promises  at  least  the  average  reward  or  profit  prevailing  in  the 
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eommimity.  But  if  such  an  inefBcient  competitor  is  not  in  a  con- 
(fiticm  to  make  this  change  without  total  or  even  great  loss,  com- 
petition has  to  that  degree  ceased  to  be  effective.  Under  such 
conditions,  until  the  existing  fixed  capital  is  worn  out,  or  until 
demand  has  increased,  by  the  growth  of  society,  so  as  to  require  the 
use  of  both  plants  at  profitable  prices,  attempts  at  so-called  com- 
petition are  not  competition  at  all  in  the  Ricardian  sense,  and 
have  none  of  the  virtues  ascribed  to  competition  as  the  natural 
regulator  of  industry  and  as  a  protector  to  the  consumer.  In  the 
face  of  these  facts  we  invent  various  doctrines  of  so-called  monopo- 
lies and  begin  to  consider  these  exceptions  to  our  rules. 

Bat  the  taking  of  the  so-called  utilities,  including  the  common 
carriers,  out  of  the  categories  of  competition  and  freedom  of  con- 
tract, does  not  bring  the  readjustment  of  the  doctrines  of  private 
{HToperty  into  consonance  with  the  popular  ethical  sentiments  re- 
lating to  the  rights  of  property  in  a  rapidly  growing  and  changing 
eivilixation.  Therefore,  just  as  the  decision  (Chisholm  vs.  Georgia, 
1798)  that  a  citizen  may  sue  a  state  was  answered  immediately  by 
an  agitation  for  amendment  prohibiting  such  suit,  and  within  four 
years  by  the  adoption  of  such  an  amendment,  so  immediately 
after  the  Dartmouth  College  case  the  people  began  to  forbid,  by 
constitutional  amendment  where  that  seemed  practicable,  and  by 
goieral  statutes  where  amendment  was  difficult,  the  granting  of 
any  corporate  charters  without  the  specific  reservation  on  the  parj; 
of  the  legislature  to  alter,  amend,  or  appeal  the  same.  This,  of 
course,  did  not  reach  charters  previously  granted. 

In  the  absence  of  a  constitutional  amendment,  it  remained  for 
the  courts  to  step  in  and  relax  the  rigors  of  the  Dartmouth  College 
case  by  strained  interpretation.  This  was  done  by  introducing  the 
doctrine  of  the  police  power,  which  is  by  implication  superimposed 
apon  and  made  a  part  of  all  contracts.  The  New  York  courts 
entered  first  upon  this  practice,  but  it  was  taken  up  within  a 
decade  by  the  federal  Supreme  Court.  This  was  a  great  extension 
and  an  entirely  new  application  of  the  police  power.*  The  full 
significance  however  of  such  application  did  not  appear  until  more 
than  a  generation  later. 

This  doctrine  cut  deep  into  the  theory  of  the  Dartmouth  College 
case ;  but,  what  is  much  more  significant,  it  placed  once  for  all,  until 

*  Cf.  Th0  Police  Power,  Public  Policy  and  Constitutional  Bightt,  by  Ernest 
Freimd  (1904),  Preface,  p.  v.  **The  law  of  the  police  power  is  practically 
a  growth  of  the  last  thirty  or  forty  years  and  much  of  it  remains  unsettled." 
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the  Supreme  Court  reverses  itself,  or  until  the  constitution  is 
amended  on  this  point,  the  power  to  determine  public  policy, 
and  consequently  the  content  and  extent  of  contract  and  privatQ 
property,  in  the  hands  of  the  court  instead  of  the  legislature,  or 
more  popular  branch  of  the  government.  It  is  interesting  to  specu- 
late as  to  what  might  have  happened  in  a  few  decades  if  the  doc- 
trine of  contract  as  laid  down  in  the  Dartmouth  College  case  coulif 
have  been  maintained,  and  the  courts  had  not  dragged  in  the 
police  power  as  a  serious  modification  and  mollification  of  that 
doctrine. 

But  even  such  a  change  did  not  keep  the  doctrine  up  to  the 
changing  popular  ideas  of  the  right  of  contract  and  of  private 
property.  The  country  found  relief  once  more  in  a  genuine  polit- 
ical revolution  under  Jackson,  which  issued  in  the  reconstruction 
of  the  court  under  Chief  Justice  Taney.  When  the  first  test  case 
came  before  the  reorganized  court  (Charles  River  Bridge  case, 
18S7),  it  was  seen  at  once  by  the  court  that  the  application  of 
the  Dartmouth  College  case  would  neither  satisfy  public  opinion 
nor  permit  the  proper  development  of  New  England,  save  on  the 
sole  condition  that  the  people  of  Massachusetts  would  be  willing  to 
tax  themselves  to  compensate  the  owners  of  the  Charles  River 
bridge  for  a  property  which  had  actually  been  destroyed  when  the 
legislature  chartered  the  defendant  company  to  build  a  parallel 
bridge,  which,  under  the  terms  of  the  charter,  had  already  become 
free  before  this  decision  was  rendered. 

But  the  people  of  Maiisachusetts  believed  that  the  first  bridge 
company  had  received  an  adequate  compensation  for  the  use  of  its 
property  and  for  all  the  effort  and  risk  ever  incurred,  and  was, 
therefore,  not  justly  entitled  to  compensation.  In  the  popular 
judgment  the  company  had  been  unduly  greedy,  and  for  private 
gain  had  checked  and  prevented  the  necessary  and  desirable  de- 
velopment of  the  conmiunity.  Under  these  circumstances  there 
was  nothing  for  the  court  to  do  but  to  sustain  the  popular  opinion 
of  Massachusetts,  and  thereby  confiscate  the  property  of  the 
Charles  River  Bridge  Company,  by  an  interpretation  that  can 
scarcely  be  squared  logically  with  the  Dartmouth  College  case, 
or  with  the  earlier  decisions  in  regard  to  ferries  and  toll  bridges. 

Much  more  striking  illustrations  appear  in  our  history  of  the 
fact  that  you  cannot  by  any  written  constitution,  or  fiction  of  hold- 
ing popular  opinion  in  check,  in  fact,  maintain  a  form  or  cont^it 
of  private  property  indefinitely  in  opposition  to  a  well  formed  and 


Economics  and  The  Law  9 

deliberate  public  opinion ;  or,  as  a  distinguished  lawyer  has  stated 
ity  you  cannot  compel  a  sovereign  state  or  a  whole  people  to  be 
moral  against  its  wilL 

But  we  are  reminded  that  the  wisdom  of  our  fathers  decreed  by 
cmistitutional  enactment  that  when,  by  changing  popular  senti- 
ment, the  public  demands  that  what  is  now  property  legally 
acquired  ought  no  longer  to  be  property  under  the  changed  ethical 
standards,  the  state  should  in  a  constitutional,  orderly,  and  legal 
manner,  expropriate  that  property,  and  pay  full  value  to  its  present 
owners.  But  the  object  of  private  property  and  the  sacredness 
of  contract  is  said  to  be  to  give  to  individuals  the  ability  to  count 
on  the  future  to  a  degree  that  will  justify  them  in  carrying  on 
production  and  making  an  effort  to  acquire  property,  and  if  such 
an  assurance  cannot  be  given  under  some  form  of  constitutional 
provision  production  will  cease  and  civilization  will  disappear. 
Granted  that  morality  requires  such  a  doctrine,  and  that  confisca- 
tion is  therefore  unethical;  yet,  where  public  sentiment  no  longer 
permits  that  to  be  property  which  is  recognized  as  property  under 
the  present  constitution  and  laws,  the  doctrine  is  vain  so  long  as 
you  cannot  compel  the  whole  ]>eople  to  act  against  its  wilL  Per- 
haps the  remedy  for  this  evil  is  not  an  attempt  at  compulsion  by 
law,  but  genuine  moral  education. 

If  then,  we  admit  for  the  sake  of  argument  that  the  content  of 
property  will  change,  and  ought  to  change  from  time  to  time,  as 
the  needs  of  society  change,  and  that  no  person  and  no  class  of 
persons  ought  to  be  allowed  to  hold  anything  as  property  when 
such  holding  has  come  to  be  harmful  to  the  common  weal,  let  us 
see  how  the  matter  of  compensation  in  such  cases  has  been  dealt 
with  in  the  past.  This  may  enable  us  in  some  measure  at  least  to 
forecast  the  future,  and  possibly  to  avoid  serious  difficulties. 

If  we  cannot  compel  a  nation  to  act  against  its  will,  whether  that 
win  be  good  or  bad,  can  we  force  it  to  grant  compensation  In  cases 
where  the  right  to  property  in  the  particular  thing  is  no  longer 
permitted  by  public  opinion?  Is  is  not  probable  that  the  degree  to 
which  compensation  can  actually  be  enforced  in  any  case  will  de- 
pend on  the  extent  of  the  gap  at  any  time  which  separates  actual 
conditions  from  the  public  judgment  of  what  the  present  public 
welfare  demands?^ 

■  **rhc  substance  of  the  law  at  any  given  time  pretty  nearly  corresponds  so 
far  as  it  goes  with  what  is  then  understood  to  be  convenient:  but  its  form 
and  machinery  and  the  degree  to  which  it  is  able  to  work  out  desired  results 
depend  very  much  upon  its  past.** — O.  W.  Holmes,  Jr^  The  Common  Law,  p.  1. 
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If  constitutional  arrangements  are  such  as  to  enable  a  frequent 
and  easy  adjustment  at  any  time,  it  is  probable  that  the  mass  of 
its  rights,  and  consequently  the  value  involved,  will  in  any  one 
instance  be  so  small  that  a  community  will  be  willing  for  the  sake 
of  the  added  security  and  the  encouragement  to  labor  and  invest- 
ment to  expropriate  those  rights  and  pay  full  compensation.  Bat 
where  property  is  concentrated  in  a  few  hands,  or  where  property 
has  been  protected  by  constitutional  provisions  to  such  a  degree 
as  to  make  a  change  of  law  difficult,  if  not  impossible,  and  where 
that  property  has  been  enabled,  by  what  is  popularly  consid^ed 
unjust  if  not  illegal  means,  to  prevent  the  necessary  constitutional 
and  legal  changes  for  a  long  enough  time  to  allow  the  mass  of 
property  condemned  by  the  moral  sentiment  to  become  enormous, 
is  it  likely  that  the  public  will  consent  to  tax  itself  to  pay  com- 
pensation on  the  necessary  scale? 

Nor  can  one  psychological  consideration  be  safely  overlooked, 
namely,  that  the  longer  such  a  condition  prevails  the  more  the 
owners  of  such  property  become  convinced  not  only  that  they  are 
right,  and  legally  and  morally  entitled  to  such  property,  but,  still 
more  important,  they  come  to  believe  that  they  can  in  fact  maintain 
their  possession  by  the  old  means  indefinitely.  Therefore  the 
proposition  for  expropriation  with  compensation  falls  on  deaf 
ears,  and  is  regarded  as  an  invasion  of  their  most  sacred  rights  by 
those  who  consider  themselves  strong  enough  to  maintain  such 
rights.  Under  such  circumstances  abolition  with  full  compensa- 
tion is  fought  almost  if  not  quite  as  bitterly  as  direct  confiscation. 

Does  anyone  believe  that  the  owners  of  nomination  boroughs  in 
England  in  18SS  would  have  been  willing  to  give  up  their  property 
rights  in  such  boroughs,  involving  their  whole  political  existence, 
for  a  money  consideration?  And  yet  Lord  Eldon  said  they  were 
as  much  property  rights,  ^^as  your  lordships'  peerages  and  titles.'' 
Or,  would  the  American  slave  holders,  after  1850,  have  listened 
to  a  proposition  to  free  their  slaves  for  any  amount  of  money? 
Or,  does  anyone  believe  that  the  liquor  interests  in  America  today 
would  consent  for  a  money  compensation  to  have  all  their  property 
expropriated,  and  their  owners  thus  deprived  of  their  present 
control  over  political  life,  vice,  and  crime?  Or,  has  Mr.  Rocke- 
feller's utterances  led  us  to  believe  that  he  and  the  other  coal 
owners  of  Colorado  would  give  up  their  rights  ^^to  protect  their 
employees  in  their  rights  of  individual  bargaining  against  the  labor 
unions"  for  any  monetary  award  no  matter  how  large?    Are  not 
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these  rights  too  closely  bound  up  in  the  minds  of  their  owners  with 
the  political  control  that  affects  all  vested  rights? 

In  the  light  of  history,  it  will,  perhaps,  be  admitted  by  all  that 
BO  large  body  of  property,  whether  it  be  the  public  office  or  slaves 
of  bygone  days,  or  the  saloons  of  today,  can  exist  indefinitely 
against  a  growing  sentiment  that  such  property  is  injurious  to 
the  welfare  of  society  as  a  whole.  It  is  probable  that  no  consti- 
totioiial  or  legal  forms  can  save  such  property.  Furthermore,  if 
such  property  is  maintained  for  generations  by  what  the  public 
considers  immoral  means,  and  until  the  burden  of  compensation 
would  stagger  the  public,  it  is  doubtful  whether  the  public  wiU 
even  offer  compensati(m.  This  is  more  likely  to  be  the  case  where 
the  property  is  of  such  a  nature  (as  in  the  case  of  slavery)  that 
puUic  sentiment  will  not  allow  the  compensating  body  to  recoup 
the  price  paid  by  the  further  use  of  the  thing  as  property. 

If  these  premises  be  correct,  does  the  question  not  come  down 
simply  to  this,  whether  when  the  issue  is  forced  the  owners  will 
consent  to  a  gradual  and  peaceful  modification  of  property  rights 
without  compensation?  If  not,  the  alternative  would  seem  to  be 
the  final  appeal  to  force.  This  brings  us  to  the  primitive  doctrine 
that  one  is  entitled  to  such  property  only  as  he  is  physically  able 
to  defend  and  hold.  But  such  a  condition  carries  us  out  of  the 
realm  of  law  into  that  of  mere  might  and  reduces  us  to  a  state  of 
nature.  No  one  who  understood  the  situation  would  want  to  main- 
tain a  constitutional  form  that  reduces  us  to  this  condition.  This 
means  the  abandonment  of  law  and  a  shifting  of  the  economic 
ecjuilibrium  by  force  as  in  the  Peasants'  Rebellion  of  1381.  In  the 
case  of  the  abolition  of  the  monasteries  under  Henry  the  Eighth, 
as  also  of  the  political  reforms  in  England,  18SS,  the  property 
owners  were  better  advised  and  consented,  very  unwillingly  it  is 
true^  to  a  shifting  of  the  economic  power  to  other  classes  by  more 
or  less  peaceful  means.  This  of  course  involved  a  large  modifica- 
tion of  property  rights  as  well  as  of  political  rights,  and,  in  fact, 
a  large  confiscation  of  private  property.  The  reforms  offer  a  close 
parallel  to  the  prohibition  movement  of  today  with  its  direct 
confiscations. 

The  control  of  government  has  always  given  content  and  mean- 
ing to  property  rights  for  determining  the  distribution  of  wealth 
among  the  different  classes  of  society.  In  America  today  those 
in  control  of  our  concentrated  wealth  find  themselves  apparently 
entrenched  behind  an  almost  unamendable  constitution,  based  upon 
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the  eighteenth  century's  interpretation  of  natural  rights,  freedom 
of  contract,  individual  liberty  and  competition.  They  seem  to 
'  think  that  having  worked  this  constitution  into  a  form  where  the 
court  is  the  actual  determiner  of  public  policy,  and  the  consequent 
definer  of  the  rights  of  property,  this  condition  can  be  maintained 
indefinitely. 

The  attempt  to  justify  the  exercise  of  this  power  by  the  courts 
rather  than  by  the  legislatures,  is  based  on  the  theory  that  the 
courts  are  the  safest  organ  of  society,  because  they  are  out  of 
politics.  The  exact  contrary'  is  the  fact,  as  can  be  easily  deter- 
mined by  a  reference  to  our  own  history,  as  well  as  to  that  of  Great 
Britain.  The  people  will  always  accomplish  their  ends  in  the  long 
run,  through  political  agitation  and  governmental  action. 

The  courts  are  less  well  informed  in  regard  to  public  opinion 
and  sound  public  policy  than  the  legislatures.  The  whole  effect 
of  turning  such  a  power  over  to  the  courts  is  not  to  maintain  the 
status  quo,  or  to  prevent  changes  in  property  rights,  but  simply 
to  hold  those  changes  in  check  and  to  delay  them  until  peaceful 
settlement  becomes  much  more  difficult,  if  not  impossible.  Chisholm 
vs.  Greorgia  led  quickly  to  a  constitutional  amendment.  The  intro- 
duction of  the  police  power  by  the  courts  of  New  York  made  the 
New  York  judiciary  elective  in  1846.  The  Dred  Scott  decision 
was  wiped  out  by  blood  and  treasure.  The  declaring  of  the  income 
tax  unconstitutional  twenty  years  ago  resulted  in  constitutional 
amendment.  The  decisions  on  hours  of  labor,  sanitation,  and  the 
like,  such  as  Lochner  vs.  New  York,  have  led  to  a  universal  demand 
that  the  people  shall  have  direct  political  power  over  the  courts. 
This  takes  the  form  of  an  agitation  for  the  recall  of  judges,  or  for 
the  recall  of  judicial  decisions  on  constitutional  questions.  The 
decisons  in  the  railroad  rate  cases  by  which  so  many  statutes  have 
been  declared  unconstitutional  have  intensified  the  popular  move- 
ments for  direct  popular  control  of  the  courts.  The  recent  trust 
decisions  and  the  ^^rule  of  reason''  evoke  a  demand  for  the  limita- 
tion of  the  power  of  the  courts  by  statute  or  by  coifstitutional 
amendment. 

It  remains  to  be  seen  whether  or  not  the  courts  will  formally 
reverse  themselves, — ^whether  as  a  result  of  the  agitation  they  will 
become  very  much  more  sensitive  to  popular  opinion  and  come  to 
understand  it  better,  and  reverse  themselves  in  fact  but  not  in 
form,  or  whether  we  shall  have  by  constitutional  amendment  an 
elective  federal  judiciary  for  limited  term,  perhaps  accompanied 
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by  the  objectionable  recall  of  judges  or  of  constitutional  decisions, 
or  both.  The  doctrine  that  in  a  democracy  the  courts  can  main- 
tain property  interests  unchanged  for  any  considerable  time,  and 
more  particularly  the  property  interests  of  large  concentrated 
wealth,  against  a  well  settled  and  determined  public  opinion,  with- 
out grave  dangers  meantime,  seems  highly  doubtful. 

Be  that  as  it  may,  it  will  always  remain  true  that  the  right  to 
determine  public  policy  is  a  political  right — in  fact  the  most  im- 
portant and  fundamental  political  right — over  which  the  public  is 
unwilling  to  surrender  control. 

The  question  then  is,  whether  or  not  we  are  to  keep  our  courts 
in  politics,  and  make  them  a  football  of  partisan  activity,  or 
whether  we  are  to  recognize  once  for  all  that  the  determining  of 
public  policy  is  a  political  function,  and  that  the  legislature  is  a 
more  trustworthy  political  organ  than  the  courts  for  such  a 
function. 

There  is  no  higher  or  more  important  public  function  than  the 
impartial  administration  of  justice  between  man  and  man,  and  the 
enforcement  of  the  law.  That  the  courts  ought  to  be  removed 
from  political  influences  all  right-minded  men  admit.  That  this 
can  be  easily  accomplished  the  English  experience  proves.  It  is  a 
very  significant  fact  that  in  the  recent  reconstitution  of  the  Eng- 
lish House  of  Lords  by  which  it  was  effectually  shorn  of  its  political 
powers,  no  suggestion  even  was  made  to  deprive  that  House  of  its 
judicial  powers,  for  the  simple  reason  that  none  but  the  judges 
took  part  in  the  legal  decisions,  and  the  judges  confine  themselves 
to  declaring  and  enforcing  the  law  and  do  not  try  to  make  the  law. 
But  the  judges  can  never  be  removed  from  political  attack  and 
party  influence  in  this  or  any  other  country  so  long  as  the  chief 
political  function — the  determining  of  public  policy — is  performed 
by  the  courts. 

The  present  system  does  not,  in  fact,  adjust  the  public  policy 
satisfactorily  to  the  actual  needs  of  the  day.  It  tends,  rather,  to 
preserve  the  form  adapted  to  a  strictly  pioneer  organization  of 
society  based  on  economic  equality  and  free  land,  while  we  are 
actually  living  in  a  marvelously  complex  civilization,  with  great 
inequality  and  with  our  natural  resources  already  appropriated. 
Should  the  present  decline  in  real  wages  continue  for  many  years, 
the  tension  is  likely  to  become  very  great,  for  inequality,  with  the 
consequent  lack  of  bargaining  ability,  tends  to  increase  at  an  ever- 
accelerating  rate. 
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One  phase  of  this  situation  found  no  consideration  in  the  dsys 
of  laissez-faire,  and  has  in  fact  but  very  recently  attracted  at- 
tention. By  this  I  mean  that  when  inequality  of  bargaining  power 
has  reached  that  point  where  competition  is  highly  unequal  we  have 
exploitation  of  the  weak  by  the  strong,  without  any  violation  of 
law.  Again,  under  our  theories  of  competition  we  actually  depress 
the  weaker  members  of  society  to  a  point  at  which  we  kill  the  goose 
that  lays  the  golden  egg  by  preventing  these  people  from  becoming 
and  remaining  efficient  workers,  and  still  more  by  preventing  them 
from  bringing  up  their  children  with  sufficient  general  skill  and  en- 
ergy to  enable  the  economic  production  of  the  nation  to  be  kept  up. 
Nor  is  this  an  evil  that  either  cures,  or  even  tends  to  cure,  itself  in 
the  absence  of  a  strong,  conscious  social  action  on  the  part  of  the 
state.  Hence,  the  widespread  agitation  for  a  legal  minimum  wage 
as  a  basis  of  maintaining  the  American  standard  of  living.  How 
strange  it  would  seem  to  the  economists  of  even  half  a  century 
ago,  with  the  theories  then  held  of  property  rights  and  competi- 
tion, to  come  upon  such  a  book  as  Hollander's  The  Abolition  of 
Poverty.  For  the  economists  of  half  a  century  ago  believed  that 
"the  poor  we  have  always  with  us"  and  that  poverty  is  as  neces- 
sary as  profits  as  a  spur  to  economic  production.  Under  that 
philosophy  hunger  and  the  fear  of  starvation  gave  the  .same  motiv- 
ation to  economic  effort  on  the  part  of  the  poor  as  profits  gave  to 
the  capitalist. 

The  earlier  economists  would  doubtless  be  equally  shocked  by 
such  a  book  as  Ely's  Property  and  Contract,  which  maintains  that 
property  is  a  social  creation,  and  a  social  concept,  and  that  private 
property  should  bo  neither  acquired  nor  used  in  a  manner  injurious 
to  the  public  welfare.  The  earlier  economists  would  have  deserted 
their  ship  had  they  come  upon  Taussig's  statement  that  private 
property  is  now  on  trial  and  that  its  sole  justification  is  that  it 
conduces  to  the  economic  and  social  welfare  of  the  people,  and  that 
the  day  is  already  come  when  private  property  with  its  existing 
rights  and  limitations  can  no  longer  be  assumed,  but  must  prove  its 
right  to  further  existence.  This  is  an  entire  shifting  of  the  burden 
of  proof  from  the  not  remote  days  when  private  property  with  its 
present  connotation  was  assumed  without  any  question. 

Perhaps  the  early  economists  would  fail  entirely  to  understand 
such  a  book  as  Hobson's  Wealth  and  Welfare:  a  Human  Valua- 
tion, or  Vehlen's  The  Instinct  of  Workmanship,— the  first  attempt- 
ing to  prove  the  necessity  of  an  entire  shifting  of  the  emphasis 
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from  private  gain  to  public  welfare,  that  is,  social  well-being,  and 
the  latter  undertaking  to  prove  that  present  methods  of  produc- 
tiim  are  at  cross  purposes  with  the  controlling  and  impelling 
instincts  of  mankind. 

For  centuries  we  have  had  now  and  then  such  books,  but  never 
before  by  professional  economists  of  standing.  Yet  these  are  the 
books  that  are  today  not  only  receiving  the  most  popular  attention, 
but  the  ones  that  are  actually  marking  out  the  path,  however 
imperfectly,  which  economics  must  follow  if  it  is  to  be  more  than 
a  system  of  intellectual  gymnastics  or  to  have  any  effect  on  practi- 
cal life. 

Our  free  land  has  heretofore  obscured  the  real  tendencies  of  our 
economic  development.  This  fixed,  on  the  one  hand,  a  definite 
fnifiimiiin  below  which  economic  well-being  could  not  be  pressed  and 
thus  maintained  a  definite  standard  of  life.  On  the  other  hand,  it 
offered  opportunities  to  vast  numbers  of  people  to  make  individual 
fortunes,  and  thus  to  rise  to  the  capitalistic  class.  This  kept  alive 
that  speculative  spirit  and  hope  so  conducive  to  energy,  enterprise, 
and  economic  efficiency  and  production. 

The  wage  system  as  at  present  interpreted  in  our  legal  doctrines 
with  the  gates  of  opportunity  closed  by  the  complete  appropriation 
of  natural  resources  and  by  the  weakened  bargaining  power  of  the 
individual  in  the  uneducated,  non-propertied,  working  classes,  pre- 
sents quite  a  different  spectacle.  These  changed  conditions  raise 
questions  of  vast  import. 

We  have  passed  recently,  slowly,  haltingly,  and  against  great 
obstacles  presented  by  the  courts,  to  legislation  protecting  women, 
chOdren,  and  finally  adult  men,  as  to  accidents,  workmen's  com- 
pensation, hours,  and  conditions  of  employment.  However,  the 
final  attitude  of  the  courts  on  much  of  this  legislation  remains  to 
be  worked  out.  But  whatever  the  final  view  of  the  courts  on 
workmen's  compensation  and  the  minimum  wage  may  be,  the  econ- 
omists and  the  general  public,  at  least,  have  made  up  their  minds, 
once  and  for  all,  that  so  far  as  these  subjects  are  concerned  the 
working  classes  are  no  longer  subject  to  helpful  or  beneficent  com- 
petition or  the  freedom  of  individual  contract.  We  have  very 
grudgingly  admitted  the  usefulness  of  the  collective  bargaining 
brought  about  by  labor  unions  as  a  necessary  and  desirable  brake 
to  check  by  united  action  the  further  disturbing  of  this  equilibrium 
imtil  we  can  develop  a  state  which  is  strong  enough  to  represent 
the  social  welfare  and  insure  the  progress  of  the  nation.     Compe- 
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idtion  will  always  play  an  important  role  in  human  affairs,  but  it 
remains  beneficent  only  when  society,  acting  through  a  state 
stronger  than  the  strongest  individual  or  organized  group  of  indi- 
viduals acting  together,  makes  the  rules  of  the  game  and  sees  to  it 
that  pigmies  are  not  permitted  to  fight  with  giants. 

To  those  who  have  watched  the  inability  of  the  laboring  classes 
to  compete  individually  without  results  disastrous  to  them  and 
through  them  to  the  public  in  general,  it  must  be  plain  that  could 
our  present  legal  organization  be  maintained  for  a  few  generations 
our  attempts  at  unrestrained  competition  under  it  would  mean 
practical  if  not  legal  slavery  for  the  non-propertied  classes  of 
today  and  their  descendants.  Under  such  circumstances,  if  the 
depressed  classes  were  unable  to  throw  off  the  yoke  by  force  civili- 
zation would  die  for  lack  of  sustenance.  For  the  experience  of 
mankind  shows  that  no  subject  population  limited  to  a  given  ter- 
ritory can,  or  will,  produce  enough  economic  goods  to  support  or 
sustain  itself.  If,  under  such  a  condition  of  subjection  the  popula- 
tion should  become  stationary,  and  peace  could  be  maintained,  we 
should  then  have  all  the  conditions  for  a  civilization  based  on 
slavery,  and  able  to  continue  its  existence  by  means  of  forced  labor 
alone.' 

Our  legal  system  of  private  property,  with  its  present  connota- 
tion, has  its  chief  defense  in  the  doctrine  that  private  property 
is  necessary  in  order  to  give  a  sufficient  motivation  for  economic 
activity  and  production  on  a  large  enough  scale  to  maintain  a 
progressive  or  even  stationary  population.  But  with  the  ex- 
haustion, or  appropriation,  of  our  natural  resources  to  a  point 
where,  at  present,  one  cannot  avail  himself  of  such  resources  unless 
he  possesses  considerable  capital,  it  appears  that,  if  our  present 
legal  organization  is  to  continue,  the  hope  of  ever  bettering  their 
status  will  soon  fade  from  the  consciousness  of  the  whole  working 
population.  When  the  laboring  people  obtain  sufficient  informa- 
tion of  the  actual  conditions,  the  motivation  to  industry  offered  by 
the  chance  of  owning  private  property  will  no  longer  influence 
them.  And  as  these  classes  already  constitute  the  overwhelming 
majority  of  population  in  every  industrial  nation,  this  argument 
for  the  existence  of  private  property  defeats  itself ;  for  if  the  hope 
of  acquiring  private  property  be  the  chief  motive  for  economic  pro- 
duction, and,  if  the  great  majority  of  our  people  are  shut  out  from 
such  hope,  production  must  cease  unless  it  is  kept  up  under  some 

•MiU's  PH%cifl99,  Ed.  Ashley,  p.  980. 
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is,  under  oompulsioii.    Li  fact,  the  wage  s  j»- 
iwfiTidiial  bargmining,  under  our  presant  intopre- 
of  jadiiidual  prirate  ccmtrmct  and  priTmte  property,  is  as 
Kr  JiiniJ  as  African  slaTeiy  was  doomed  in  the  United 
States  ia  1860.    For  if  prirate  property  is  to  be  preserved  as  a 

it  to  energy,  thrift,  and  economic  production, 
be  so  organized  as  to  present  that  appeal  to  more 
jwfciTtfsimal  and  eTOTHkcreasing  portion  of  the  population, 
T^  pimihiKty  of  attaining  the  goal  is  at  present  too  remote  from 
the  eoBscioosness  of  the  vast  majority  of  mankind  to  have  the 


Tint  is  not  the  time  or  the  place  to  suggest  a  specific  remedy 
for  this  eiiL  It  is  probable  that  a  solution  will  be  found  only  after 
a  MpHitiide  of  experiments  in  many  directions,  such  as  cooperation, 
profit  sharing,  education,  and  the  like,  many  of  which  in  the 
■atiire  of  the  case  must  prove  failures. 

Whatever  the  final  outcome  may  be  it  must  accomplish  two 
important  results:  it  will  give  the  workman  a  conscious  share  in 
die  Erection  of  the  industry ;  and  it  wiD  also,  in  addition  to  a  guar- 
anteed minimum  wage  that  may  as  Hobson  suggests  be  regarded  not 
as  wages  but  as  cost,  give  him  a  share  in  the  speculative  gains  or 
profits  of  the  industry.  So  much  is  required  to  keep  up  the  ef- 
ficiency of  production  and  to  keep  the  workmen  from  sinking  to 
the  inefficiency  of  servile  labor. 

Nor  does  the  tradition  that  anyone  can  acquire  property  under 
the  present  system,  or  the  isolated  instances  of  poor  men  who  have 
become  rich,  negative  this  conclusion.  The  fact  is  that  we  have 
too  recently  escaped  from  a  condition  of  abundant  free  land  and 
substantial  equality  of  wealth  and  opportunity  resulting  from 
and  accompanying  these  unappropriated  natural  resources,  to 
make  any  such  historical  examples  pertinent  to  the  present  inquiry. 
It  is  pretty  well  agreed  today  that  in  the  absence  of  specific  and 
conscious  social  action,  working  through  the  state,  social  classes 
tend  not  only  to  perpetuate  themselves,  but,  as  time  goes  on,  to 
become  more  and  more  consciously  guided  by  class  motives. 

In  the  absence  of  such  social  action  the  United  States  now 
offers  the  most  striking  field  for  maintaining  and  perpetuating  such 
classes.  First,  we  have  the  greatest  degree  of  inequality;  next, 
we  have  the  highest  degree  of  rapid  movement,  at  the  same  time 
that  our  large  vested  interests  have  already  learned  to  act  as  a  unit 


18 


American  Economic  Association 


to  a  greater  degree  than  elsewhere,  while  our  legal  system  of 
checks  and  balances  prevents  the  government  from  holding  such 
interests  in  check. 

With  our  concentrated  wealth  and  large-scale  production,  in 
the  absence  of  a  wise  and  conscious  social  policy,  increased  popu- 
lation and  consequent  rise  in  rents  will  tend  to  shut  out  an  ever- 
increasing  part  of  the  population  from  dominion  over  or  ownership 
in  the  natural  resources  and  implements  and  tools  of  production. 

The   vague   phrases,    fortunately   heard   less    frequently    than 
formerly,  about  the  rich  becoming  richer  and  the  poor  poorer, 
whether  true  or  not,  have  no  bearing  on  this  point.     Experience 
has  demonstrated  that  the  whole  system  of  individualism  and  indi- 
vidual bargaining  places  the  weaker  members  of  society,  when  left 
to  their  own  individual  devices,  in  such  a  position  as  to  prevent  not 
only  their  improving  their  economic  status  but  even  their  maintain-   - 
ing  their  present  position.     Furthermore,  the  degree  to  which  con-  I 
centrated  control  of  wealth  has  already  gone  tends  to  make  the  ' 
parties  more  and  more  unequal  in  bargaining  power.     Hence  it 
becomes  easier  and  easier  for  the  concentrated  wealth  to  increase 
the  distance  between  the  two  classes,  while  the  ability  of  individuals 
to  pass  from  one  class  to  another  grows  constantly  less.    The  ten-  J 
dency  of  all  natural  forces,  under  pn 
lize  and  intensify  class  distinctions. 


dency  of  all  natural  forces,  under  present  conditions,  is  to  crystal- 1 


The  present  form  of  organization  drives  more  and  more  women 
and  children  into  industry,  the  proportion  of  women  gainfully 
employed  to  the  whole  number  of  persons  so  employed  having 
increased  from  13  per  cent  in  1870  to  21.!!  per  cent  in  1910, 
while  recent  figures  from  tlie  stock  yards  district  of  Chicago  show 
that  out  of  191  families,  in  94  of  which  the  father  is  the  sole  wage 
earner,  the  fathers  earn  but  64.4  per  cent  of  the  total  income*  At 
the  game  time  that  this  influx  of  women  and  children  into  industry 
is  taking  place,  real,  as  distinct  from  money  wages,  have  constantly 
declined  since  1906." 

The  picture  that  I  have  drawn  is  not  a  pessimistic  one.  In  the 
spirit  of  the  earlier  economists,  I  have  merely  tried  to  point  out 
certain  tendencies,  and  to  show  that  if  these  tendencies  were  al- 
lowed to  work  unimpeded  certain  results,  not  pleasant  to  contem- 

*  J.  C.  Kennedy,  cited  by  Streightoff,  Ameucak  Economic  Refiew,  December, 
1914,  p.  9J1. 

•Rubinow,  Amemicam  Economic  Revuw,  December,  1814,  p.  814.  Of.  also 
W.  I.  King  In  Ely,  op.  oU..  II.  p,  844. 
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plate,  would  surely  follow.  I  have  presented  a  mere  description 
of  what  awaits  us  in  the  near  future  if  our  present  legal  system, 
with  its  worn  out  individualism  and  doctrines  of  contract  and 
competition,  could  be  retained  for  a  considerable  period.  But 
fortunately,  as  already  indicated,  it  is  neither  socially  desirable 
nor  practically  possible  to  maintain  this  system  unamended. 

It  is  true  that  the  economists  have  not  yet  formulated  a  definite 
scheme  of  reform,  and  equally  true  that  those  who  profit  financially 
by  the  present  system  think  they  are  unalterably  opposed  to  any 
change.  Nevertheless,  all  the  more  important  economists  have  had 
their  faith  in  the  existing  system  profoundly  shaken.  In  fact,  the 
laissez-faire  doctrine  has  been  repudiated,  hence  the  endless  con- 
fusion in  economic  doctrines  and  teaching  in  America  today. 

We  have  rejected  the  old  and  have  not  yet  discovered  and 
formulated  the  new.  We  may  still  believe  that  wages  are  deter- 
mined by  demand  and  supply,  but  we  are  all  now  convinced  that 
what  the  demand  or  what  the  supply  will  be  at  any  particular  time 
depends  largely  on  the  customs,  institutions,  constitutions,  and 
laws  of  the  land,  and  not  on  any  merely  abstract  a  priori^  philoso- 
phical, or  metaphysical  speculations  as  to  the  economic  man.  We 
are  now  trying  to  work  out  such  a  social  control  over  demand  and 
supply  as  to  make  them  what  it  is  socially  desirable  they  should  be. 

Let  us  ask  once  more  whether  there  are  any  natural  forces  that 
can  be  relied  upon  to  bring  about  the  reorganization  now  admitted 
to  be  necessary  if  we  are  to  make  economic  and  social  progress. 
Let  us  ask  further  whether  such  a  needed  readjustment  means,  as 
we  are  so  often  told,  the  destruction  of  private  property  and  even 
of  existing  wealth,  with  the  consequent  decay  of  our  civilization. 
Does  such  a  change  necessarily  involve  socialism,  communism,  or 
any  other  form  of  organization  inconsistent  with  the  maintenance 
of  private  property,  retaining  in  private  property  all  the  elements 
which  have  in  practice  proved  themselves  conducive  to  the  general 
welfare? 

The  chief  emphasis  today  is  on  human  welfare.  While  we  have 
come  to  realize  that  we  may  at  any  one  moment  urge  on  our  eco- 
nomic production  at  such  a  rate  as  to  destroy  the  possibilities  of 
similar  production  in  the  future,  the  doctrine  of  himian  welfare 
as  against  the  abstract  doctrine  of  natural  production  and  dis- 
tribution under  a  system  of  unrestrained  competition  simply  means 
such  a  change  in  our  philosophy,  and  such  a  modification  of 
private  property  through  law  reform,  as  will  put  into  operation 
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the  doctrine  that  the  state,  representing  society  as  a  whole,  must 
have  a  definite  social  ideal,  aim,  and  program;  and  that  our  eco- 
nomic doctrines,  aims,  and  methods  must  all  fall  within  that 
program  and  form  a  part  of  it.  This  aim  may  be  stated  as  the 
homely  one  that  no  one  has  a  right  to  acquire,  or  to  hold,  or  to  use 
private  property  in  a  manner  injurious  to  others,  or  to  the  per- 
manent general  interest  of  the  society  of  which  he  is  a  part. 
Theoretically,  this  doctrine  has  always  been  a  part  of  the  doctrine 
of  private  property,  but,  unfortunately,  we  have  assumed  that 
certain  uses  were  not  adverse  to  the  public  interest,  because  we 
assumed  that  they  could  be  brought  under  free  competition,  and 
that  having  once  come  within  these  bounds  they  could  not  be 
harmful.  From  this  we  concluded,  therefore,  that  they  were  bene- 
ficial. We  are  asking,  therefore,  today  as  never  before,  and  with 
great  earnestness,  what  uses  and  practices  are  really  advantageous 
to  the  public,  and  whether  or  not,  despite  the  old  economists,  when 
one  does  that  which  brings  financial  gain  to  himself  he  does  what 
is  best  for  the  public. 

We  are  even  inquiring,  contrary  to  the  wisdom  of  our  fathers, 
whether  the  private  citizen  necessarily  always  knows  his  own 
interest,  and,  most  of  all,  if  he  does  know  it  whether  be  is  always 
economically  and  politically  situated  where  he  can  pursue  that 
private  interest  effectively. 

The  economists  now,  almost  without  exception,  admit  that  our 
present  institutions,  customs,  and  laws  do  permit  on  a  large  and 
ever-increasing  scale  the  use  of  individual  and  corporate  property 
in  a  way  that  is  not  consistent  with  or  conducive  to  public  welfare 
and  equality  of  opportunity. 

Such  reform  implies  a  large  modification  of  our  constitutional 
laws,  and  the  democratizing  of  both  politics  and  business  in  such 
a  manner  as  to  do  justice  to  all  and  to  give  every  one  an  equal 
chance  in  life  and  to  see  that  every  individual  bom  into  the  world 
has  an  opportunity  to  develop  his  physical,  mental,  social,  and 
spiritual  powers  to  as  high  a  degree  as  possible  in  view  of  the 
existing  power  of  man  over  matter,  that  is,  of  the  general  pro- 
ductive power  of  the  age  and  country  in  which  he  lives. 

If  economists  do  not  take  this  view  of  the  scope,  methods,  and 
aims  of  economic  study,  they  will  find  themselves  entirely  side- 
tracked, and  economics  becomes  merely  an  a  priori  or  abstract 
science,  with  no  more  relation  to  human  welfare  than  speculation 
about  the  planetary  system  has. 
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To  sum  up :  The  old  system  has  broken  down,  not  because  com- 
petition has  disappeared  or  ceased  to  be  important,  but  because 
the  increasing  inequalities  of  wealth,  with  the  added  facilities  for 
combination,  have  made  it  impossible  for  the  great  mass  of  the 
people  to  compete  on  equal  terms.  ^^Under  present  conditions," 
as  Walker  says,  ^Hhe  game  is  played  with  loaded  dice."  At  the 
same  time,  the  constitution  with  its  system  of  checks  and  balances 
has  not  expanded  rapidly  enough  to  enable  us  to  meet  the  changed 
economic  and  social  conditions  satisfactorily.  On  the  other  hand, 
centuries  of  free  schooling,  free  right  of  assembly,  free  speech, 
freedom  of  religious  thought,  extended  suffrage,  and  the  increased 
means  of  transferring  persons,  goods,  and  intelligence,  have  in- 
creased enormously  the  ability  of  the  poorer  classes  to  combine 
for  political  action.  From  this  it  follows,  logically,  that  so  soon 
as  the  dissatisfaction  reaches  a  certain  point  political  power  must 
pass  to  the  majority,®  that  is  to  the  working  and  non-propertied 
classes,  whose  members  are  becoming  more  and  more  class  conscious. 
Furthermore,  notwithstanding  the  great  inequality  in  fortune,  the 
working  classes  have  sufficient  interest  in  the  outcome  to  give  them 
hope  and  courage  to  work  together  for  a  reorganization  of  society. 
In  spite  of  great  divergence  of  opinion  among  them,  there  is  a 
common  feeling  that,  in  the  long  run,  economic  reform  can  come 
only  through  political  action.  It  is  inconceivable  that  they  should 
come  into  political  power  and  not  use  that  power  for  bringing 
about,  through  the  state,  the  only  organization  including  all  the 
people,  such  economic  changes  as  public  opinion  considers  desira- 
ble in  the  common  interest.  When  this  idea  is  broached,  we  hear 
much  of  the  danger  of  revolution,  destruction  of  property,  and 
the  decay  of  civilization. 

As  against  such  dire  prophecies,  certain  considerations  should 
not  be  overlooked.  First,  the  working  people  have  been  trained 
in  political  action  and  self-restraint  for  too  many  generations,  and 
understand  how  much  easier,  safer,  and  more  satisfactory  such 
action  is  than  violence.  In  the  next  place,  they  have  too  much  at 
stake  to  risk  it  all  on  such  a  doubtful  venture. 

Notwithstanding  the  spectacle  that  Europe  offers  us  today,  the 

•  '•It  Ib  a  chimerical  hope  to  overpower  or  outnumber  the  middle  class  whatever 
modes  of  voting,  whatever  redistribution  of  the  constituencies  are  really  neces- 
sary for  placing  the  government  in  their  hands.  Those,  whether  we  like  it  or 
not*  they  wiU  assuredly  obtahi."— J.  S.  Mill,  Di»»ertation»,  II,  p.  155. 
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American  people  in  general  have  too  high  a  degree  of  material 
well-being  to  risk  it  in  such  a  mad  and  unnecessary  attempt. 
Truly,  the  present  war  shows  that  people  may  still  be  induced  to 
fight  for  what  they  consider  racial  or  national  existence,  or  even 
supremacy,  but  it  is  far  from  proving  that  they  can  be  persuaded 
or  compelled  to  fight  for  the  purpose  of  maintaining  a  mere  defini- 
tion of  property  rights,  and  that  too  a  definition  that  has  already 
been  rejected  by  the  people  who  would  in  fact  have  to  do  with  the 
fighting  and  later  pay  the  bills  for  the  struggle.  The  average 
American  shrinks  too  much  from  the  very  idea  of  blood,  slaughter, 
pain,  and  hardship,  to  enter  upon  any  such  a  wild  and  senseless 
scheme. 

On  the  other  aide,  much  as  the  concentrated  vested  interestB 
believe  they  are  wronged,  they  of  all  people  shrink  most  from 
personal  encounter  and  hardship.  They  might  be  willing  to  en- 
courage fighting  so  long  as  they  can  control  the  government  and 
compel,  or  induce,  other  classes  to  do  the  actual  fighting  and  pay 
the  bills  for  them,  but  the  moment  they  see  the  control  of  govern- 
ment passing  by  peaceful  means  from  their  hands  the  spirit  of 
fight  and  physical  resistance  fades  away.  The  modem  millionaire 
and  his  satellites  are  plotting  and  scheming,  not  fighting,  animals. 

Still  better,  the  more  enlightened  among  our  rich  men  have 
already  become  convinced  that  the  present  situation  is  both  un- 
desirable and  untenable.  All  that  they  need  is  to  be  convinced 
that  any  proposition  promises  real  reform  to  cause  them  to  throw 
themselves  heart  and  soul  into  it. 

While  the  great  mass  of  factory  and  other  social  legislation  of 
the  past  generation  when  rightly  viewed  is  seen  to  be  in  strict 
harmony  with  the  thesis  herein  maintained,  unfortunately  it  haa 
been  heretofore  generally  regarded  as  a  strict  exception  to  a 
general  rule  or  theory.  In  fact,  it  is  an  essential  part  of  the 
modem  theory  of  property  and  economics.  It  is  based  on  the 
fundamental  idea  that  the  community,  if  it  is  to  adjust  itself  to 
everchanging  social  circumstances,  must  have  a  distinct  social  aim 
to  be  accomplished  through  the  agency  of  the  state. 

Under  this  doctrine  economics  will  no  longer  be  the  science  of 
private  pecuniary  gain  resting  upon  a  system  of  abstract  as- 
sumptions, but  the  science  of  men  in  an  organized  society,  working 
within  a  state  with  a  conscious  social  purpose.  Such  a  state  will 
be  effective  only  as  it  is  easily  amenable  to  a  wisely  directed  public 
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opinion,  representing,  at  any  time,  a  clear  majority  of  the 
community^ 

It  would  seem  to  require  no  demonstration  that  a  state  political- 
ly, or  an  economic  organization  within  a  state,  cannot  be  consid- 
ered in  stable  equilibrium,  or  likely  to  endure  unchanged,  when 
under  a  wide  suffrage  and  extended  political  rights  the  majority  of 
the  people  want  that  system  changed. 

But  this  is  not  a  disturbing  thought.  It  means  evolution,  not 
revolution;  not  abolition  of  private  property,  but  the  bring- 
ing of  the  rights  of  private  property  into  harmony  with  the 
desires  and  needs  of  the  age.  No  sudden  or  violent  change  or 
destruction  is  needed,  but  a  gradual,  orderly,  and  peaceful  modi- 
fication and  adaptation  of  institutions,  and  consequently  of  eco- 
nomics, to  a  modem,  changed  environment  and  to  public  welfare. 

^  "The  first  requirement  of  a  sound  body  of  law  is  that  it  should  correspond 
with  the  actual  feelings  and  demands  of  the  community,  whether  right  or 
wrong." — O.  W.  Holmes,  Jr.,  Th4  Common  Law,  p.  41. 


SPECULATION  ON  THE  STOCK  EXCHANGES  AND 
PUBLIC  REGULATION  OF  THE  EXCHANGES 

By  Samuel  Untebmteb 

It  is  fortunate  for  the  country  that  we  are  at  last  to  have  a 
dispassionate  consideration  of  this  vastly  important  subject  in 
a  forum  where  economic  problems  are  fearlessly,  dispassionately, 
and  impartially  discussed  and  analyzed  on  their  merits.  There 
has  been  so  much  of  honest  misunderstanding,  senseless  hysteria, 
and  ignorant,  demagogic  denunciation  of  the  Stock  Exchange 
on  the  one  hand,  and  on  the  other  such  a  long,  unbroken  record 
of  intemperate  aind  misleading  propaganda  by  the  interested 
champio^s  of  the  Exchange  to  justify  the  abuses  of  the  system 
and  its  irresponsible  form  of  organiziition,  and  such  persistent 
misrepresentation  of  its  critics,  that  it  is  a  positive  relief  to 
find  oneself  in  an  atmosphere  where  the  subject  will  receive  the 
judicial  treatment  that  its  commanding  public  importance 
demands. 

The  partisan  and  disjointed  discussions  heretofore  had,  have  been 
conducted  under  the  unsatisfactory  conditions  under  which  much 
of  our  ill-digested  legislation  is  considered,  amid  the  heat,  hurry, 
and  confusion  of  committee  hearings,  distorted  by  bitterness  and 
abuse  of  the  champions  of  the  reforms  by  the  vast  personal  in- 
terests that  conceive  that  their  privileges  are  being  attacked. 
There  has  been  no  opportunity  for  proper  study  and  under- 
standing. The  merits  of  a  proposed  change  of  broad  public 
policy  can  never  be  properly  developed  under  such  conditions. 
This  is  especially  true,  where,  as  here,  there  is  arrayed  on  one  side 
the  most  powerful  body  of  financial  interests  in  the  land,  with 
their  endless  business,  social,  and  political  influences  and  ramifi- 
cations resisting  reforms  that  are  sought  to  be  forced  upon  them, 
with  unlimited  funds  and  vast  advertising  patronage  at  their 
disposal  and  with  incredible  facilities  for  influencing  public 
opinion  through  the  nation-wide  press  bureau  they  are  able  to 
maintain. 

The  other  side  is  represented  only  by  a  few  scattered,  dis- 
organized volunteers  with  no  personal  interest  in  the  question 
at  issue,  whose  labors  are  prompted  only  by  the  public  concern, 
and  whose  sole  reward  for  their  thankless  championship  is  the 
enmity  of  the  powerful  army  whose  privileges  are  being  assailed. 
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I  repeat  that  it  is  therefore  a  privilege  to  find  such  a  forum  as 
this  for  the  discussion. 

I  shall  take  the  liberty  of  reversing  the  order  in  which  the 
two  questions  have  been  submitted  for  consideration,  so  that  they 
will  read  as  follows:  (1)  Should  the  Stock  Exchange  be  sub- 
jected to  regulation?  (2)  Should  such  regulation  include  the 
suppression  or  restriction  of  speculation? 

The  New  York  Stock  Exchange  towers  above  all  the  exchanges 
of  the  country,  exceeding  many  times  in  importance  and  in  the 
magnitude  of  its  dealings  all  the  others  combined.  It  absolutely 
controls  the  transmission  and  distribution  throughout  the  country 
of  the  quotations  of  all  the  securities  that  are  dealt  in  upon  its 
floor,  by  exclusive  contract  with  the  Western  Union  Telegraph 
Company.  All  other  exchanges  are  guided  by  its  quotations. 
Their  forms  of  organization  and  regulations  are  in  the  main 
framed  on  the  lines  of  the  New  York  Exchange,  and  I  shall  ac- 
cordingly discuss  the  subject  with  reference  to  the  New  York 
Stock  Exchange,  intending  thereby  to  include  the  others. 

Permit  me  to  explain  at  the  outset  that  I  have  no  patience 
with  the  legislators,  agitators,  demagogues,  and  ignoramuses 
throughout  the  country  who  regard  the  Exchange  as  a  sort  of 
gambling  den  or  its  membership  as  a  coterie  of  gamblers  whose 
activities  should  be  suppressed.  The  Exchange  is  a  wholesome 
public  necessity.  Without  a  legitimate  public  security  market 
which  is  furnished  by  its  machinery,  properly  controlled,  no  great 
business  or  financial  enterprises  would  be  possible.  We  can  no 
more  get  along  without  it  than  without  banks.  It  is,  in  fact, 
more  important  than  any  other  agency  of  finance.  Our  ventures 
have  reached  a  magnitude  that  private  capital  cannot  support. 
Its  elimination  would  soon  paralyze  the  wheels  of  industry.  It 
is  not  healthful  or  desirable  that  a  few  banking  houses  should 
monopolize  the  prestige  and  profit  of  acting  as  intermediaries  be- 
tween those  who  need  the  capital  for  these  enterprises  and  the 
investors  who  are  able  to  supply  it.  That  need  should  be  supplied 
bj  a  public  market  for  securities.  It  is  because  of  its  important 
place  in  the  economic  system  that  the  greatest  care  should  be 
exercised  to  confine  it  to  its  legitimate  functions.  Its  power  for 
usefulness  is  unlimited.  Its  disrepute  is  a  loss  and  a  misfortune 
to  the  entire  community. 

Judged  by  the  standards  of  the  past,  no  more  honorable  men 
than  the  general  body  of  the  membership  of  the  Exchange  can 
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be  foond  anywhere  in  any  branch  of  industry.  In  some  respects 
the  code  of  ethics  is  above  that  encountered  in  any  other  calling. 
Transactions  involving  fabulous  sums  are  conducted  and  obliga- 
tions incurred  without  a  scratch  of  the  pen,  and  are  concluded 
and  discharged  day  by  day  without  friction  or  question. 

Like  every  industry  and  profession  it  contains  black  sheep 
within  its  fold,  but  unlike  others  its  regulations  and  practices 
have  heretofore  held  out  to  them  and  to  the  gamblers  whose  tools 
they  are  temptations,  inducements,  and  immunities  of  wliich  they 
have  freely  availed  themselves,  to  the  detriment  of  the  Exchange 
and  the  injury  of  the  great  body  of  its  members. 

There  are  phases  of  the  business  conducted  on  the  Exchange, 
constituting  at  times  the  bulk  of  its  dealings,  that  involve  the 
most  reckless  and  unconscionable  forms  of  gambling,  dishonesty, 
misrepresentation,  and  manipulation,  and  which  have  been  bo 
long  tolerated  that  the  members  are  obsessed  on  the  subject  of 
their  right  to  continue  these  illicit  transactions.  Their  state  of 
mind  is  not  unlike  that  which,  imtil  within  a  very  recent  time, 
had  taken  possession  of  officers  and  directors  of  railroad  corpora- 
tions as  to  their  duties  and  obligations  to  the  public  and  to  their 
shareholders,  and  from  which  they  are  now  slowly  and  painfully 
recovering.  The  same  sort  of  awakening  is  in  store  for  the 
Exchange,  but  its  members  will  not  see  it.  Methods  that  were 
considered  legitimate  ten  years  ago  and  that  are  still  practiced 
in  many  quarters  of  the  financial  world  are  now  seen  to  be  in- 
tolerable. Others,  such  as  the  dealings  of  officers  and  directors 
with  their  corporations  that  are  still  permitted,  will  soon  be  defined 
as  crimes,  as  they  are  in  other  countries.  It  will  not,  for  instance, 
be  long  before  bank  officers  and  directors  will  be  prohibited  from 
exploiting  their  banks,  and  other  corporate  officers  will  be  pre- 
vented from  withholding  information  and  speculating  on  advance 
knowledge. 

The  Exchange,  properly  regulated  and  administered,  performs 
an  invaluable  service  in  our  economic  system,  and  is  destined  to 
still  greater  public  usefulness  if  it  can  be  rid  of  the  abuses  that 
inevitably  attend  its  present  irresponsible  form  of  organization 
and  can  be  placed  under  responsible  public  supervision, 

I  believe  also  that,  except  for  the  blunders  of  remaining  open 
for  two  days  in  July  after  the  world's  other  exchanges  had  closed 
their  doors  and  of  still  permitting  the  evils  of  short  selling  and 
manipulation,  our  Exchange  has  on  the  whole  met  the  exceptional 
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conditions  arising  out  of  the  war  with  wisdom  and  conservatism. 
True,  it  has  assumed  powers  over  the  property  and  destinies  of  the 
millions  of  security  holders  of  the  country  that  are  not  tolerated 
by  any  othar  body  on  earth,  public  or  private,  and  that  seem 
incredible,  but  that  arrogation  of  power,  as  I  shall  endeavor  to 
show,  iB  due  to  the  absence  of  the  governmental  regulation  to 
which  the  Exchange  should  be  subjected.  There  are  other  criti- 
ciBiDB  as  to  its  present  attitude  in  permitting  short  selling  within 
the  minimum  prices  fixed  by  its  self-imposed  regulations,  and 
there  are  fundamental  abuses  which  it  refuses  to  and  will  never 
voluntarily  correct  and  which  can  only  be  removed  through  gov- 
ernment supervision,  to  which  reference  will  be  hereafter  made. 

There  have,  however,  been  many  minor  reforms  inaugurated 
within  the  past  two  years  under  the  spur  of  the  exposures  and 
public  criticism  of  its  practices  that  were  made  in  the  so-called 
^Money  Trust  Investigation"  by  the  committee  of  Congress 
known  as  the  Pujo  Conunittee.  Whilst  the  Exchange  ungraciously 
refuses  to  admit  that  these  reforms  have  been  forced  by  the  public 
agitation  due  to  this  investigation,  I  believe  that  is  now  generally 
recognized  to  be  the  fact.  The  Exchange  has  at  last  partially 
awakened  to  a  realization  of  its  sense  of  public  responsibility,  but 
it  strangely  continues  to  resist  all  attempts  to  enforce  respon- 
sibility or  to  so  control  it  as  to  permit  any  public  authority  to 
inform  itself  of  violations  of  law  by  its  members  or  of  abuses  that 
now  exist  or  that  may  hereafter  arise  from  time  to  time.  Through 
the  elaborate  press  bureau  that  it  maintains  under  the  name  of 
the  **Library  Committee"  its  reforms  are  exaggerated  and  its 
abuses  and  defects  are  hidden  as  never  before  in  its  history.  As 
the  result  of  this  systematic  propaganda  and  of  the  temporary 
diversion  of  public  interest  to  international  affairs,  it  is  becoming 
daily  more  diflScult  to  secure  the  necessary  attention  to  this  sub- 
ject that  so  nearly  affects  the  fortimes  of  the  entire  community. 

The  oft-repeated  warnings  of  the  advocates  of  governmental 
regulation  of  our  stock  exchanges  of  the  perils  to  the  country  of 
the  absence  of  such  regulation  are  demonstrated  by  recent  events  to 
have  been  prophetic  and  grossly  understated,  notwithstanding  the 
fact  that  we  have  fortunately  thus  far  passed  through  the  present 
crisis  without  encountering  the  disasters  that  we  have  invited  by 
the  absence  of  public  control.  Like  flashes  of  lightning  illuminat- 
ing the  landscape  on  a  dark  night  the  experiences  that  have  come 
to  us  from  this  world  cataclysm  have  lighted  up  the  obscure  cor- 


«8 


American  Economic  Aigociation 


ners  of  this  problem  and  have  exposed  the  specious  arguments 
against  regulation  that  have  so  long  been  permitted  to  pass  un- 
corrected. The  community  at  last  begins  to  get  a  glimmer  of  the 
important  mission  of  the  Exchange ;  to  realize  that  it  is  a  public 
institution  and  an  integral  part  of  our  national  financial  system 
and  not  a  private  business;  that  it  is  ridiculous  that  it  should 
pose — as  it  has  up  to  this  time — as  a  mere  convenient  meeting 
place  between  the  members  of  an  unincorporated  association  in 
the  transactions  of  which  the  public  has  no  interest,  or  at  most  a 
remote,  academic  concern. 

We  are  at  last  able  to  appraise  at  their  true  value  the  claims 
of  its  members,  to  which,  strange  to  say,  they  have  in  the  past 
been  able  to  secure  the  sanction  of  the  courts,  that  the  rights  and 
obligations  of  membership  are  to  be  likened  to  those  of  a  private 
club. 

In  the  light  of  recent  events,  demonstrating  its  dominating  in- 
fluence in  our  national  and  international  financial  structure,  it 
seems  incredible  that  its  discipline,  regulations,  and  transactions 
are  subject  to  no  judicial  or  administrative  scrutiny  or  review; 
that  it  is  governed  by  no  law  other  then  its  own  unrestrained  will; 
and  that  it  and  its  operations  have  by  the  mere  fiat  of  its  self- 
made  rules  been  consecrated  and  set  apart,  outside  and  beyond 
the  law, — a  law  unto  themselves. 

Yet  such  is  the  amazing  situation  in  which  the  country  finds 
itself.  Applying  every  possible  test  to  the  determination  of 
whether  this  is  or  is  not  an  accurate  and  moderate  statement 
of  the  actual  conditions,  what  do  we  find? 

1.  The  Exchange  is  unincorporated  and  is  as  such  subject 
to  no  legal  regulations  or  restrictions  other  than  those  imposed 
by  its  own  members.  Although  there  is  and  has  been  for  many 
years  upon  our  books  a  statute  entitled  "An  Act  for  the  In- 
corporation of  Boards  of  Trade  and  Exchanges,"  it  has  not 
been  found  necessary  to  comply  with  that  statute  or  to  take 
out  a  charter  imder  it. 

S.  Its  membership  is  limited  to  1100  persons.  This  limit  was 
reached  about  forty  years  ago  and  has  not  since  been  permitted 
to  be  increased,  notwithstanding  the  revolutionary  changes  in 
conditions  of  business  and  finance  since  that  time.  No  public 
authority  has  any  supervision  over  the  selection  or  expulsion 
of  members,  the  increase  of  membership,  or  over  any  matter  con- 
nected  with   the   formulation   of  its   rules   of  trading  or   other 
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features  of  its  management.  Not  even  the  courts  are  permitted 
to  reriew  its  regulations  for  conducting  the  public  business,  or 
any  other  feature  of  its  organization  or  manner  of  discharging 
its  pi^lic  duties.  When  a  vacancy  in  its  membership  occurs 
throuj^  death,  bankruptcy,  resignation  or  sale  of  the  right  of 
membership,  it  can  be  fiUed  only  by  a  two-thirds  vote  of  the 
Board  of  Governors,  ratified  by  a  majority  vote  of  the  Associa- 
tion. This  action  is  also  final  and  unreviewable  by  judicial 
authority  or  otherwise.  By  reason  of  this  limitation  of  mem- 
bership, a  seat  has  of  late  years  varied  in  price  from  $80,000 
to  $95,000,  dependent  upon  conditions  of  business ;  and  no  securi- 
ties can  be  bought  or  sold  on  the  Exchange  except  through  a 
member. 

8.  The  exclusive  power  of  discipline  is  vested  in  the  Associa- 
tion through  its  conunittees.  It  may  expel  or  suspend  a  member 
and  thus  destroy  his  reputation  and  occupation  and  deprive  him 
of  the  right  to  earn  a  livelihood,  on  any  grounds  that  it  deems 
suflkient;  and  he  has  no  right  to  review  its  action  in  the  courts 
and  can  get  no  redress  so  long  as  he  has  had  the  opportunity  of  a 
hearing,  without  counsel,  before  the  body  composed  of  his 
competitors. 

4.  In  the  exercise  of  its  unrestricted  right  of  discipline,  great 
abuses  have  developed.  The  Association  requires  every  member  to 
charge  a  fixed  commission  upon  all  purchases  and  sales  for  cus- 
tomers of  securities  that  are  listed  on  the  Exchange,  regardless 
of  the  price  of  the  security.  A  share  of  stock  that  costs  $11 
is  charged  with  the  same  compulsory  Conunission  as  one  that  costs 
$200.  Any  member  who  violates  or  evades  this  rule  or  attempts 
by  indirection  to  do  so  is  subject  to  expulsion.  The  infraction  of 
this  regulation  was  characterized  under  oath  by  one  of  the  most 
distinguished  ex-presidents  of  the  Exchange  as  ^^the  most  heinous 
offense  a  member  can  commit" — more  heinous  than  frauds  per- 
petrated by  a  member  upon  his  customers,  as  is  evidenced  by  the 
fact  that  the  penalties  which  have  at  times  been  imposed  for  this 
offense  have  been  more  severe  than  those  inflicted  for  obvious 
fraud.  Expulsions  and  suspensions  on  this  ground  have  been 
held  not  reviewable  by  the  courts. 

In  the  exercise  of  this  imrestrained  power  of  discipline  the 
Exchange  may  expel  a  member  for  having  had  any  dealings  or 
conununications  with,  or  for  even  writing  a  letter  to  or  speaking 
over  the  telephone  with,  a  respectable  mei^ber  of  a  reputable 
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rival  exchange,  or  for  buying  securities  for  or  from  or  selling 
them  to  or  for  such  a  person,  even  though  the  securities  are 
not  listed  or  dealt  in  on  the  rival  exchange,  or  for  that  matter 
on  any  exchange.  Incredible  as  this  may  seem,  members  have 
in  fact  been  severely  disciplined  on  that  account.  It  has  re- 
sulted in  the  most  effective  boycott  of  men  who  have  dared  to 
accept  membership  in  another  exchange.  As  a  result,  men  in 
good  standing  in  the  community  have  found  themselves  unable 
to  dispose  of  securities  owned  by  them  that  are  listed  on  the 
New  York  Stock  Exchange  and  not  listed  on  the  exchange  of 
which  they  are  members,  solely  because  they  have  been  guilty 
of  membership  in  a  rival  exchange. 

5.  The  Exchange  is  the  sole  judge  of  the  conditions  under 
which  it  will  permit  securities  to  be  placed  upon  the  official  list 
of  those  that  may  be  dealt  in  on  its  floor,  and  it  may  at 
own  discretion  strike  from  the  list  aecurities  that  have  been  so 
listed,  without  notice  either  to  the  corporation  or  to  its  investors, 
who  bought  on  the  faith  of  the  fact  that  the  securities  were  so 
listed.  Such  action  on  its  part  is  likewise  not  the  subject  of 
review  or  redress  by  the  courts.  The  character  and  extent  of 
the  data  that  the  Exchange  shall  from  time  to  time  exact  from 
the  corporations  whose  securities  are  thus  listed  for  the  infor- 
mation of  the  public  rests  solely  with  it.  There  is  no  protectiou 
to  the  public  other  than  that  which  it  chooses  to  afford,  and  no 
power  to  review  or  revise  its  action.  Banks,  life  insurance  com- 
panies, guardians,  trustees,  and  others  who  hold,  buy,  and  sell 
these  securities  are  forced  to  rely  entirely  upon  the  voluntary  and 
unreviewable  action  of  the  Exchange  as  affecting  such  securities, 
It  formerly  maintained  on  its  official  list  securities  of  corporations 
that  refused  to  furnish  information  of  their  affairs  or  even  to. 
disclose  their  earnings,  and  that  were  conducted  as  "blind  pools' 
for  the  benefit  of  the  insiders,  who  were  thus  enabled  to  manipti- 
late  the  prices  on  rumors  and  "inside  information."  Amalga- 
mated Copper  and  American  Sugar  Refining  are  illustrations  of 
this  class  of  dealings  that  were  permitted.  They  had  their 
alphabetical  position  on  the  list  with  the  companies  that  were 
required  to  furnish  information  for  public  guidance.  The  only 
differentiating  sign  was  an  asterisk  placed  before  the  names  of 
the  "unlisted"  corporations.  They  were  placed  there  for  gambling 
purposes  and  were  at  times  by  far  the  most  active  stocks  on  the 
list.     That  practice,  happily,  became  a  nightmare  of  the  past 
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•ome  yean  ago,  but  its  discontinuance  was  not  accomplished  with- 
oot  a  struggle.  The  men  who  foisted  it  upon  the  Exchange  and 
kept  it  there  for  their  own  profit,  many  of  whom  were  leaders  of 
finance,  were  permitted  for  years  to  exploit  the  public  in  that  way 
to  the  extent  of  many  millions.  It  is  only  when  we  look  back  upon 
the  extent  of  these  buccaneering  projects  that  we  realize  the  vast 
and  growing  improvement  in  the  morale  of  the  Exchange. 

6.  The  so-called  ^^continuous  quotations"  of  prices  are  not 
available  to  any  individual  or  corporation  in  the  United  States  ex- 
cept with  the  express  permission  of  the  Exchange,  and  there  is  no 
right  of  review  from  its  fiat  to  the  courts  or  to  any  public  author- 
ity. It  may  at  any  time  suspend  the  publication  of  quotations  and 
l»!ive  the  security  holders  of  the  country  to  their  own  devices, 
without  information  as  to  the  transactions  in  this  public  security 
market. 

The  latest  recorded  revolt  illustrating  the  extent  of  this  despotic 
power  is  in  the  form  of  a  suit  instituted  within  the  past  two 
weeks  at  Pittsburgh  by  John  L.  Moore  &  Co.,  a  brokerage  house 
of  that  city,  against  the  Western  Union  Telegraph  Company,  in 
which  the  plaintiff  alleges  that  in  the  exercise  of  the  agreement 
betweoi  the  Telegraph  Company  and  the  Exchange  forbidding 
the  Telegraph  Company  to  furnish  quotations  to  any  person  not 
sanctioned  by  the  Exchange,  the  Telegraph  Company  has  been 
instructed  by  the  Exchange  not  to  furnish  the  plaintiff  with 
quotations  and  as  a  result  the  plaintiff's  brokerage  business  will 
be  ruined. 

In  the  present  state  of  the  law  on  this  subject  Moore  &  Co. 
can  probably  get  no  redress.  The  pretext  on  which  the  Exchange 
exercises  such  power  to  control  the  action  of  an  interstate  common 
carrier  is  its  desire  to  suppress  "bucket  shops,"  which  it  is  ad- 
mitted cannot  conduct  their  illicit  operations  without  the  aid 
of  these  quotations.  The  same,  however,  is  true  of  a  broker  doing 
a  legitimate  business.  It  is  said,  for  instance  (I  know  nothing 
of  the  merits)  that  Moore  &  Co.  buy  and  sell  stocks  and  bonds 
only  for  cash,  and  that  unlike  most  members  of  the  Exchange 
they  deal  only  in  the  actual  stock  certificates  and  do  not  even 
buy  or  sell  on  margin.  For  years  and  until  the  Exchange  closed 
on  July  80  they  received  these  quotations  that  are  essential  to 
their  business.     Now  they  are  arbitrarily  refused. 

While  the  suppression  of  bucket  shops  is  a  consummation  quite 
as  devoutly  to  be  wished   (and  quite  as  far  from  realization) 
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as  would  be  the  prevention  of  manipulation  of  prices  on  the  New 
York  Stock  Exchange,  the  bucketing  of  orders  is  a  criminal  offense 
and  can  be  detected  and  punished  as  such,  like  every  other  offense. 
It  should  not  rest  in  the  unrestricted  power  of  any  body  of  private 
citizens,  through  their  control  over  the  operations  of  an  interstate 
telegraph  company,  to  determine  for  itself  and  without  the  right 
of  appeal  to  the  courts  or  to  any  public  authority,  and  without 
even  giving  a  reason  or  the  opportunity  of  a  hearing,  who  is  and- 
who  is  not  lawfully  conducting  a  brokerage  business  and  who 
shall  or  shall  not  receive  the  information  that  is  necessary  to  hia 
business  existence.  It  should  not  be  permitted  to  maintain  a 
dangerous  monopoly  under  the  pretest  of  acting  as  a  self-c 
stituted  policeman,  with  the  added  power  of  judge  and  jury, 
determine  the  fate  of  citizens  in  this  ex  parte  fashion. 

The  sworn  complaint  of  Moore  &  Co.  may  be  untrue  and  the 
purpose  of  the  Exchange  may  be  commendable.  The  point  is 
that  the  Exchange  may,  under  existing  law,  admit  its  truth  and 
still  Moore  &  Co.  can  get  no  relief.  To  concede  any  such  despotie 
power  over  the  life  of  a  legitimate  business  is  a  situation  too 
perilous  to  be  tolerated. 

By  the  express  terms  of  the  agreement  recently  executed  be- 
tween the  Exchange  and  the  Western  Union  Telegraph  Companyi 
the  quotations  are  collected  upon  the  floor  of  the  Exchange 
by  the  Exchange  and  by  it  transmitted  to  the  Telegraph 
pany,  which  distributes  them  only  to  such  persons  and  agenciei 
as  the  Exchange  may  direct,  so  that  these  quotations  that  are  at 
the  foundation  of  the  business  of  the  brokers  throughout  I 
country  remain  at  all  times  under  the  exclusive  control  of  I 
Exchange. 

Assuming  that  this  vast  power  of  business  life  and  death  o' 
the  brokers  throughout  the  country  is  at  present  being  honestly 
and  judiciously  exercised,  does  that  fact  justify  its  existence! 
Ib  it  within  the  spirit  of  democratic  institutions? 

It  is  not  so  long  since  the  power  was  used  in  the  effort  to 
destroy  a  small  competitor  in  New  York  City — the  Consolidated 
Exchange — and  the  latter  was  compelled  to  conduct  a  long  strug- 
gle for  existence. 

The  following  instances  fairly  illustrate  the  character  of  soi 
of  the  powers  recently  assumed  and  exercised  by  the  Exchanj 
over  the  business  of  this  country  and  the  destinies  of  security- 
holders, growing  out  of  the  pending  European  war: 
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1.  Tie  Exchange  forebade  its  members,  und^  pain  of  ex- 
pobimi,  from  bajing,  selling,  or  dealing  in  any  class  of  secarities, 
whether  bonds  or  stocks,  whether  listed  on  the  Exchange  or  un- 
listed, except  with  the  express  approval  of  a  special  committee 
•elected  by  the  goTemors  and  then  only  under  certain  regula- 
tions and  restrictions  as  to  the  price,  terms  of  delivery,  and  other 
conditions  promulgated  by  the  committee  from  time  to  time. 

5L  If  you  or  I  happened  to  own  securities  on  which  we  were 
forced  to  realize  to  meet  our  obligations,  or  chose  for  any  othar 
reason  to  do  so,  there  was  no  way  of  selling  them  on  or  off  the 
Exchange,  through  any  member,  publicly  or  privately,  below 
the  prices  fixed  by  this  conunittee,  nor  except  throu^  its  consent. 
Any  one  who  was  concerned  in  such  a  purchase  or  sale  was 
subject  to  discipline. 

Other  powers  quite  as  drastic  and  comprehensive  were  assumed 
relating  to  the  operations  of  what  \s  known  as  the  ^Curb  Market," 
with  which  the  Exchange  has  no  more  legitimate  concern  than 
'Hhe  man  in  the  street." 

The  Curb  is  also  a  public  security  market,  entirely  separate  from 
the  New  Tork  Stock  Exchange,  with  an  independent  monbership, 
bat  such  is  the  power  of  the  Exchange  that  the  members  of  the 
Curb  are  not  allowed  by  the  Exchange  to  deal  in  any  securities 
that  are  listed  on  the  Exchange  or  that  the  latter  may  at  any 
time  choose  to  place  upon  its  list.  For  defying  this  prohibition  the 
Exchange  would  forbid  its  members  dealing  with  any  Curb 
member  or  buying  or  selling  any  security  listed  on  the  Curb. 
That  would  mean  the  instant  extinction  of  the  Curb. 

The  members  of  the  Curb  conduct  their  business  in  the  open 
street,  within  a  roped  line  fixed  by  the  police.  They  are  subject 
to  the  inconveniences  and  interruptions  of  business  due  to  the 
inclemencies  of  the  weather  and  the  passing  traffic.  They  are 
well  able  and  have  long  desired  to  locate  under  the  shelter  of 
a  roof,  but  there  is  a  regulation  of  the  Exchange  which  would 
in  that  event  prevent  a  Stock  Exchange  member  from  dealing 
with  a  Curb  member.  The  Exchange  shows  no  disposition  to 
relent  or  relax  that  rule.  Hence  the  Curb  Association,  a  body 
with  its  own  regulations  (to  which  it  adheres  quite  as  rigidly 
as  does  the  Exchange  to  its  rules)  is  forced  to  remain  in  the 
street  and  to  surrender  to  the  big  Exchange  whatever  business 
in  securities  the  latter  may  from  time  to  time  elect  to  take  from 
the  Curb  and  unto  itself.  It  is  hard  to  believe  that  such  things 
are  possible. 
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Within  the  past  few  days  we  have  read  of  a  meeting  of  the 
Exchange,  widely  advertised  through  its  press  bureau,  at  which 
resolutions  were  passed  congratulating  and  thanking  the  Com- 
mittee of  Five  for  its  services  in  the  late  emergency  and  shower- 
ing praises  upon  themselves  for  the  manner  in  which  they  conducted 
the  public  business  in  that  crisis.  On  that  same  day  and  the 
preceding  day  the  "shorts"  took  control  of  the  market  and 
smashed  the  minimum  panic  prices  of  July  30  to  such  an  extent 
that  this  same  committee  was  forced  to  reduce  the  minimum  in 
certain  active  speculative  stocks.  But  for  the  wisdom  of  the 
committee  in  establishing  a  minimum  these  short-selling  gambleis 
would  have  been  free  to  precipitate  a  panic  as  they  have  ofttai 
before  done.  The  resolutions  were  fairly  well  deserved  but  they 
would  have  been  better  earned  if  the  committee  had  entirely  pro- 
hibited short-selling  in  this  crisis,  as  they  could  well  have  done 
and  as  has  been  done  by  the  London  Stock  Exchange  by  its  recait 
rules  since  it  has  been,  as  it  now  is,  under  rigid  government 
regulation. 

I  am  not  discussing  the  wisdom  or  necessity  of  the  recently^ 
adopted  rules  restricting  dealings  in  securities  in  the  crisis  throuf^ 
which  we  are  passing,  nor  the  arbitrary  control  by  the  Exchange 
over  the  transactions  of  its  own  members  for  private  account 
in  securities  with  which  the  Eschange  has  no  concern,  nor  in 
assuming,  as  it  does,  to  dominate  the  outside  bond  and  Curb 
markets  and  the  entire  course  of  security  dealings  throughout 
the  country,  as  reflected  from  its  fountain  head  in  New  York. 
These  may  be  very  wise  provisions  if  enacted  under  the  super- 
vision of  responsible  officials  or  subject  to  the  veto  of  some  such 
authority.  It  is  not  necessary  to  enter  upon  the  merits  of  that 
discussion.  The  fact  that  the  Exchange  is  physically  able  with- 
out outside  assistance  to  inaugurate  and  enforce  such  far-reach- 
ing regulations  affecting  the  tens  of  millions  of  individusl 
security  holders  and  all  the  great  corporations  throughout  the 
country,  and  that  there  is  now  no  legal  restraint  upon  its  action, 
is  the  most  eloquent  argument  in  favor  of  the  necessity  for 
public  regulation. 

My  criticism  is  not  of  what  has  been  done  to  meet  thn 
emergency,  but  of  a  financial  system  that  not  only  permits  bat 
which  it  is  claimed  by  its  authors  and  those  who  are  executing 
its  self-made  law  renders  it  necessary  for  a  handful  of  private 
citizens  to  seize  and  exercise  such  vast  powers  because  there  is 
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no  constituted  authority  to  protect  the  public  or  with  the  right 
to  restrain,  direct,  or  review  their  action. 

Herein  lies  the  anomaly  of  our  situation — unlike  anything  of 
its  kind  in  the  civilized  world.  If  these  gentlemen  had  chosen 
to  permit  dealings  to  continue  after  July  SO,  as  many  of  them 
were  desirous  of  doing  and  as  they  are  said  to  have  decided  to 
do  the  night  before,  there  would  have  been  no  public  authority 
anywhere  to  restrain  them.  They  would  probably  have  bank- 
rupted the  banks,  life  insurance  companies,  and  other  public  in- 
stitutions. Fortunately  for  us  these  particular  men  at  this 
particular  juncture  had  the  enlightened  selfishness  to  realize  that 
in  the  tottering  markets  which  they  would  have  encountered  the 
following  day  if  the  Exchange  had  been  opened  the  margins  on 
their  pledged  collateral  with  the  banks  would  have  been  ex- 
hausted and  they  would  have  bankrupted  themselves.  If  the  banks 
and  brokers  had  been  comparatively  free  of  stocks  and  with  plenty 
of  cheap,  ''easy"  money  in  hand,  and  a  band  of  rich,  reckless 
speculators  had  been  in  control,  as  has  happened  and  may  well 
happoi  again,  imagine  what  a  catastrophe  could  have  been  pre- 
cipitated upon  us  with  the  cheerful,  ever-ready  aid  of  the  "short 
sellers."  I  do  not  mean  to  imply  that  any  such  brutal  thing 
would  have  been  done,  although  we  have  had  some  unfortunate 
experiences  of  that  kind  on  a  smaller  scale  at  times.  The  fact 
that  it  would  have  been  possible,  and  that  there  is  no  authority 
in  any  public  officer  to  control  such  a  situation,  is  the  point  I 
want  to  make  in  this  connection. 

The  necessity  for  regulation  is  not  to  be  tested  by  what  was  done 
but  by  what  may  be  lawfvlly  done  under  existing  law  without 
fear  or  opportunity  of  discovery  or  punishment,  under  given  con- 
ditions and  in  the  absence  of  regulative  and  restrictive  laws. 
Security  markets  have  been  habitually  raided  and  manipulated 
in  the  past  and  there  has  been  no  legal  responsibility  or  redress. 
Assuming  this  did  not  happen  to  any  extent  in  this  emergency, 
does  that  fact  render  it  any  less  essential  to  ensure  legal  pro- 
tection against  its  recurrence,  especially  now  that  we  know  the 
extent  of  the  peril?  Why  have  we  any  repressive  laws  if  we 
can  rely  on  people  refraining  from  public  injury  without  fear 
of  pimishment?  Does  anyone  doubt  that  the  crashing  of  values 
during  the  two  days  the  Exchange  unwisely  remained  open  was 
assisted  if  not  precipitated  by  short  selling?  Or  that  it  would 
have  been  more  acute  if  speculators  had  been  a  trifle  more  daring 
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OT  uiBide  information  had  happened  to  be  available?  Or  that 
it  would  not  have  happened  anyway  if  the  Exchange  had  not 
closed  when  it  did?  Why  should  the  determination  of  such  vital 
public  policies  be  left  in  private  and  interested  hands?  It  is 
incongruous  and  unthinkable  no  matter  how  well  the  power  may 
have  been  exercised.  Banks,  trust  companies,  railroads,  life  and 
fire  insurance  companies,  and  a  vast  number  of  other  industries 
in  which  the  public  is  far  less  interested  than  in  the  Stock  Ex- 
change, were  formerly  regarded  as  purely  private  enterprises. 
It  seems  a  long  time  and  yet  it  is  not  so  long  since  anyone  would 
be  so  bold  as  to  question  the  wisdom  of  their  regulation.  The 
pure  food  law,  packing-house  inspection  law,  and  factory  inspection 
laws  are  a  few  of  the  multitude  of  instances  that  will  occur  to 
you  of  the  growth  and  recognition  of  the  modem  demand  for 
supervision  of  industries  Involving  the  public  welfare  and 
protection. 

The  Stock  Exchange  and  Clearing  House  Associations,  the 
operations  of  which  are  more  important  to  the  public  credit, 
security,  and  stability  than  any  of  them,  are  the  only  ones  that 
have  managed  to  remain  immune.  It  is  a  great  tribute  to  their 
power  and  is  due  also  largely  to  the  fact  that  their  activities 
are  highly  specialized  and  no  one  has  been  sufficiently  interested 
to  educate  legislative  bodies  to  the  perils  of  the  situation.  The 
present  crisis  has  done  much  to  accomplish  this  as  to  stock  ex- 
changes, and  the  new  currency  bill  will  in  time  so  far  supplant 
the  clearing  houses  or  curtail  their  powers  as  to  render  them  a 
neghgible  quantity  in  the  financial  system. 

How  diiferently  these  things  are  done  "on  the  other  side." 
And  how  much  we  yet  have  to  learn  from  them.  Immediately 
following  the  declaration  of  war  and  before  England  entered  the 
conflict,  the  British  Government,  through  the  Treasury  Depart- 
ment, promptly  stepped  in  and  closed  the  London  Stock  Exchange 
and  it  has  ever  since  determined  its  policy.  It  will  be  for  the 
British  Government  and  not  for  the  governors  or  members  of  the 
London  Stock  Exchange  to  say  when  and  under  what  conditions 
it  shall  reopen.  The  French  and  German  exchanges  are  and  al- 
ways have  been  essentially  government  institutions.  All  their 
operations  are  at  all  times  under  the  most  rigid  and  minute  gov- 
ernmental regulation.  There  are  elaborate  statutes  providing 
the  conditions  under  which  securities  may  be  listed  and  dealt  in 
and  for  the  active  participation  of  government  officials  in  tfae 
conduct  of  the  exchanges. 
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In  like  manner  the  Dutch  Government  at  the  outbreak  of  hos- 
tilities promptly  took  control  over  the  Amsterdam  Stock  Ex- 
change and  has  ever  since  directed  its  policy,  although  Holland 
is  not  at  war.  We  alone  permit  this  vast  power  to  remain  in 
private  and  interested  hands. 

Much  that  is  confusing  and  misleading  has  been  said  and  written 
in  the  course  of  the  discussion  of  this  subject  as  to  the  constitution 
of  the  Continental  exchanges  and  more  particularly  as  to  the  ex- 
perience of  Grermany  in  its  unsuccessful  and  disastrous  attempts 
to  stop  speculation.  The  manifest  purpose  of  this  argument 
has  been  to  lead  the  uninformed  to  believe  that  the  efficacy  of 
the  then  and  now  existing  government  regulation  and  jurisdiction 
over  the  general  business  of  the  Stock  Exchange  was  in  some 
way  involved  in  that  controversy,  that  it  had  proven  a  failure, 
'and  that  the  regulatory  law  had  been  repealed  or  materially 
changed  so  that  it  now  conforms  more  nearly  to  the  claims  of 
the  opponoits  of  government  control. 

In  order  to  make  it  entirely  clear  that  there  is  no  basis  for 
any  of  these  contentions,  and  at  the  same  time  to  demonstrate 
the  wisdom,  efficiency,  and  success  of  government  control,  it  may 
be  proper  at  this  point  to  refer  briefly  to  the  Grerman  and  French 
systems  and  to  the  change  that  was  found  advisable  in  the  Ger- 
man laws  that  had  been  passed  for  the  purpose  of  restricting 
speculation  and  that  had  reference  solely  to  that  branch  of  the 
subject.  There  has  never  been  any  change  in  the  situation  of 
the  Grerman  and  French  stock  exchanges  as  essentially  govern- 
ment institutions.  They  are  and  have  been  as  completely  a  part 
of  the  machinery  of  the  government  as  is  our  Treasury  Depart- 
ment or  the  Bureau  of  Commerce  or  any  other  of  our  governmental 
agencies.  Their  membership  consists  of  private  individuals,  al- 
though that  of  the  Paris  Bourse  is  limited  to  seventy  members, 
all  of  whom  are  government  appointees  and  enjoy  a  government 
monopoly  of  the  business. 

In  1896  the  German  Agrarian  party  procured  the  enactment 
of  a  law  that  was  intended  to  modify  the  then  existing  govern- 
mentally  approved  regulations  so  as  to  curb  speculation  in  grain, 
commodities,  and  mining  and  industrial  securities.  The  subject 
of  the  legislation  is  admirably  treated  by  Professor  Henry  C. 
Emery,  of  Yale  University,  to  whom  we  are  to  have  the  pleasure 
and  privilege  of  listening  today,  in  a  carefully  considered  article 
published  in  the  Yale  Review  of  May,  1908,  under  what  seems 
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to  me  the  tniBleading  title  of  "Ten  Years  Eegulation  of  the 
Stock  Exchange  in  Gennany."  The  features  of  the  law  discussed 
by  Professor  Emery  had  to  do  entirely  with  the  attempts  to 
limit  speculation  in  stocks  of  mining  and  industrial  companies. 
It  did  not  seek  to  do  away  with  or  modify  the  complete  government 
control  of  the  machinery  and  operation  of  the  exchanges,  which 
were  then  and  ever  since  have  been  and  are  now  a  part  of  the 
fundamental  statute  law  of  the  German  Empire.  It  was  increased 
and  amplified  rather  than  reetricted  by  the  law  of  1908  to  which 
Professor  Emery  refers  as  the  act  repealing  the  law  of  1896. 

The  course  of  the  legislation  of  1896  is  thus  accurately 
described  by  Professor  Emery: 

It  should  be  said,  however,  that  the  original  bill  was  the  result  of 
ft  very  remarkable  inquiry  made  by  a  special  commission,  whose  re- 
port constitutes  the  most  important  body  of  material  on  the  whole 
subject  of  speculation.  The  proposals  of  the  commission,  recognizing 
as  they  did  the  necessity  and  legitimate  function  of  speculation  in 
modern  business,  were  relatively  moderate.  In  the  Reichstag,  how- 
ever, the  Agrarian  party  had  the  upper  hand  and  much  more  radical 
provisions  were  included  in  the  net  as  finally  passed.  Without  con- 
sidering the  regulations  providing  for  a  closer  government  supervision 
of  exchange  dealings,  we  may  note  at  once  the  three  most  important 
provisions. 

1.  All  "Exchange  dealings  for  future  delivery"  (Borsentenninge- 
schafte)  in  grain  and  flour  were  forbidden. 

2.  All  "Enchange  dealings  for  the  account"  (Borsenterminge.schafte) 
in  the  shares  of  mining  and  industrial  companies  were  forbidden, 

3.  An  "Exchange  Register"  was  established  in  which  was  to  be 
entered  the  name  of  every  person  who  wished  to  engage  in  exchange 
transactions  for  future  delivery.  Contracts  made  by  two  persons 
entered  in  the  register  were  declared  binding  and  exempt  from  the 
defence  of  wager.  Where  either  party  was  an  unregistered  person 
the  contract  was  void. 

It  is  claimed  that  the  effect  of  this  legislation  was  (1)  to 
prevent  dealings  in  commodities  for  future  delivery  and  in  mining 
and  industrial  shares  for  the  "account"  (which  means  transac- 
tions that  arc  to  be  adjusted  at  the  next  monthly  settlement), 
and  (2)  thus  to  divert  German  capital  to  the  financial  centres 
of  other  countries  and  to  build  up  the  great  banking  houses  at 
the  expense  of  the  smaller  and  less  prominent  bankers  by  reason 
of  the  fact  that  the  latter,  who  abo  received  money  on  deposit, 
feared  the  injury  to  their  reputations  as  conservative  bankers 
from  the  placing  of  their  names  on  the  register. 
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The  result  of.  the  prohibition  against  dealings  in  mining  and 
industrial  shares  "for  the  account"  was  to  require  them  to  be 
settle  for  and  taken  up  the  following  day.  This  is  now  and 
always  has  been  the  rule  with  us  as  to  all  transactions  on  the 
Exchange,  but  in  Germany  the  settlement  of  these  transactions 
is  made  monthly  and  in  England  semi-monthly.  In  order  to  meet 
this  requirement  the  course  of  business  had  to  be  altered  so  that 
the  brokers  could  borrow  from  the  bank  or  bankers,  with  the  • 
securities  as  collateral,  the  money  with  which  to  pay  for  the 
purchases  made,  as  is  done  with  us.  The  only  effect  of  the  modifi- 
cation in  1908  of  these  provisions  of  the  law  of  1896  was  to 
reverse  this  practice  and  to  reinstate  the  method  of  monthly 
settlements  as  being  better  adapted  to  the  customs  prevailing  in 
Grermany. 

Whilst  the  history  of  this  legislation  and  its  effects  may  be 
instructive  on  the  merits  of  permitting  speculation  within  certain 
limits  on  public  exchanges,  it  is  difficult  to  understand  what  it 
has  to  do  with  the  main  proposition  we  are  here  to  discuss — 
whether  there  should  be  some  form  of  government  supervision, 
regulation,  and  control  of  the  Stock  Exchange. 

Whether,  to  what  extent,  and  under  what  restrictions  specula- 
tion shall  be  permitted  have  nothing  to  do  with  the  determination 
of  that  fundamental  question. 

Let  us  not  be  misled  on  this  point.  There  has  long  been  the 
most  effective  governmental  regulation  in  the  Continental  coun- 
tries and  there  is  no  proof  of  failure  or  friction  from  that  cause. 
From  all  accounts  it  has  been  wholesome  and  in  the  public  pro- 
tection, except  where  it  has  gone  the  length  of  attempting  to 
outlaw  all  forms  of  speculation.  Whether  the  extension  of  such 
regulations  to  the  extreme  point  to  which  it  was  attempted  in 
Grermany  by  the  law  of  1896  was  wise  or  proved  effective  is  a 
debatable  question,  with  which  we  have  nothing  to  do  as  bearing 
upon  this  branch  of  the  discussion. 

The  first  six  sections  of  the  German  law  of  1908,  consisting 
of  38  sections  and  occupying  79  pages  of  U.  S.  Senate  Document 
No.  574,  which  is  said  to  have  modified  and  superseded  the  law 
of  1896  on  the  subject  of  speculation,  and  which  is  the  existing 
law  regulating  stock  exchanges  in  Germany,  read  as  follows : 

Section  1.  Exchanges  may  be  established  only  with  the  permission  of  the 
state  goremments  (by  which  is  meant  the  governments  of  the  federal  states 
of  the  German  Empire).  The  latter  may  also  order  the  suspension  of 
operating  exchanges. 
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The  stale  gtivernroenls  exercise  supervision  over  the  exchanges,  wUcb 
supervision  ma^  be  intrusted  to  commercial  organisations  (the  chambers  of 
commerce  and  commercial  corporations). 

Notifying  offices,  clearing  banks,  clearing  associations  and  similar  Institu- 
tions connected  with  the  exchanges,  are  also  subject  to  the  supervision  of  ttic 
state  governments  or  the  commercial  organizations  exercising  the  direct 
supervislOD. 

Section  9.  The  state  governments  are  to  be  represented  on  the  excliaJiges 
by  state  commissioners,  who  shall  control,  in  accordance  with  the  detailed 
instructions  given  to  them  by  the  state  governments,  the  transactions  on  the 
exchanges,  and  enforce  the  laws  and  provisions  concerning  the  latter.  The 
commissioners  are  authorized  to  be  present  at  the  business  conferences  of  the 
members  of  the  exchanges,  and  to  call  the  attention  of  the  said  members  to 
any  abuse  which  maj  take  place.  'I'hey  are  also  required  to  report  all  abuses 
on  the  exchange  and  to  suggest  preventive  measures. 

The  activities  of  tiie  state  commisaioners  in  particular  exchanges  may,  with 
the  approval  of  the  Bnndesrat,  be  restricted  to  cooperation  in  the  proceedlngfi 
of  the  courts  of  honor,  or,  in  case  of  small  exchanges,  the  appointment  of  state 
commissioners  may  be  entirely  dispensed  with. 

Section  3.  An  expert  exchange  committee  (Borsenausschuss)  is  to  be 
formed  with  the  purpose  of  reporting  upon  roatters  which  are,  accordlDg  to 
this  law,  within  the  jurisdiction  of  the  Bnndesrat.  The  exchange  committee 
is  authoriied  to  tender  its  motions  to  the  Imperial  Chancellor  and  to  consult 
with  experts. 

The  exctmnge  committee  is  to  consist  of  not  less  than  thirty  members,  who 
are  to  be  elected  by  the  Bnndesrat  for  a  period  of  Ave  years.  Members  of 
the  committee  are  eligible  for  reelection.  One  half  of  the  members  are  lo  be 
elected  upon  nomination  by  the  members  of  the  exchange.  The  Bnndesrat  is 
to  determine  the  number  of  candidates  which  the  individual  exchange  depart- 
ments may  nominate.  The  election  of  the  other  half  is  to  lake  place  with 
special  consideration  of  the  conditions  of  agriculture  and  industry. 

The  regulations  for  the  committee  shall  be  enacted,  after  a  conference  with 
the  latter,  by  the  Bundesrat.  The  daily  remuneration  and  traveling  expenses 
to  be  allowed  to  the  members  of  the  committee  are  to  lie  fixed  by  the 
Bundesrat. 

Section  i.  Regulations  must  be  issued  for  each  exchange  separately. 
The  regulations  must  be  approved  by  the  state  government  The  latter 
may  demand  the  incorporation  of  certain  provisions  in  the  regulations  of  the 
exchange,  and  particularly  the  incorporation  of  the  provision  which  stipulates 
that  the  interests  of  agriculture  and  allied  trades  be  adequately  represented 
In  the  boards  of  directors  of  the  produce  exchanges. 

Section  5.  The  exchange  regulations  shall  contain  provisions  concerning 
(1)  the  administration  and  the  departments  of  the  exchange,  (3)  the  tran- 
sactions authorized  on  the  exchange,  (3)  the  admission  of  the  exchange,  and 
(4)  the  quotations  of  prices  and  rates. 

Section  6.  The  regulations  may  allow  the  use  of  the  exchange  for  branches 
of  business  outside  of  those  designated  in  section  6,  figure  3,  unless  particular 
sections  of  this  law  (sees.  43,  13,  and  51)  provide  to  the  contrary.  In  the 
latter  case  the  persona  concerned  may  lay  no  claim  to  the  exchange  for  any 
purpose  other  than  that  for  which  it  was  established.  The  Bundesrat  is 
authorized  to  prohibit  either  completely  or  partially  the  use  of  the  exchange 
for  particular  branches  of  business. 

The  Biindesral  is  a  department  of  the  Imperial  Governmetit, 
The  regulations  that  have  been  established  under  this  authority 
cover  in  the  most  minute  detail  every  feature  of  administration. 
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^uspensioii  over  the  brokers  shall  be  exercised  by  the  CSiamber 
of  Brokers  (in  which  the  government  is  represented)  and  the 
State  Conunissioner." 

Elaborate  provisions  are  made  for  the  trial  of  a  member  for 
violaticm  of  the  rules  by  a  so-called  ^Coort  of  Honor,**  in  which 
the  government  representatives  participate,  and  for  the  ri^t  of 
appeaL  The  requirements  for  the  listing  of  securities  constitute 
the  most  significant  and  carefully  worked  out — as  they  are  by 
all  means  the  most  important  to  the  public — of  all  the  features 
of  this  splendid  body  of  laws.  They  involve  the  fullest  disclosure 
of  all  the  details  of  the  corporate  assets,  securities,  business,  earn- 
ings, etc.,  and  the  issue  of  a  public  prospectus  containing  the 
details  reijuired  by  law  to  be  specified  whoi  the  securities  are 
offered  for  sale. 

Time  will  not  permit  and  it  will  serve  no  useful  purpose  to 
discuss  the  many  other  particulars  of  this  model  legislation. 
Suffice  it  to  say  that  at  every  step  the  public  safety  and  welfare 
are  considered  and  its  interest  is  safeguarded.  The  same  is  true 
of  the  French  law,  which  is  equally  exacting  in  its  donands  for 
official  supervision  of  the  exchange  and  publicity  of  the  affairs 
of  all  corporations  whose  securities  are  there  listed. 

The  contrast  between  the  solicitude  and  protection  with  which 
the  transactions  on  the  Continental  exchanges  are  surrounded 
in  the  public  interest  and  the  reckless  disregard  of  the  public 
that  has  characterized  our  failure  to  deal  with  this  subject  is 
not  flattering  to  our  capacity  for  self-government. 

A  passing  survey  of  the  intimate  public  relations  of  the  Stock 
Exchange  to  our  national  and  international  financial  life  will 
demonstrate  the  enormity  of  the  offense  of  omission  of  which 
Congress  has  been  guilty  in  permitting  its  organization,  manage- 
ment, and  operations  to  be  conducted  throughout  all  these  years 
without  supervision  or  controL  Many  of  the  vast  illegitimate 
fortunes  that  have  ddmuched  our  citiz^iship  are  attributable 
directly  to  that  cause.  For  many  years  the  pretended  market 
prices  of  securities  of  our  greatest  corporations  have  been 
^^gged**  and  manipulated  at  the  will  of  a  handful  of  gamblers 
and  operators,  and  the  people  of  the  country  have  been  literally 
robbed  of  hundreds  of  millions  of  dollars  throu^  such  transac- 
tions. Some  of  the  best  known  names  in  the  country  were  those 
of  men  who  amassed  great  fortunes  from  the  recognized  business 
of  ^operators"  in  the  securities  of  given  corporations  that  they 
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were  employed  to  manipulate,  sometimes  on  the  "bear"  side  and 
sometimes  on  the  "bull"  aide  of  the  "market,"  Nowhere  was 
there  any  restraint  upon  the  malign  activities  of  these  men  or 
their  powerful  and  respectable  principals,  among  whom  were  aum- 
bered  the  greatest  financiers  of  the  country, 

The  following  from  the  testimony  of  Mr.  Frank  K.  Sturgis, 
one  of  the  then  governors  and  a  former  president  of  the  Excbange, 
before  the  Pujo  Committee  is  instructive  on  this  point: 

Q,  Very  well;  that  Is  an  answer.  How  do  you  justify  as  legitimate  tbe 
transactions  of  a  pool  or  syndicate  in  giving  out  buying  sad  selling  orders 
to  brokers  for  tlie  purpose  of  lifting  the  price  oi  the  stock  or  of  depressing 
it? 

A.  Those  are  the  acts  of  individuals.  I  cannot  t>e  responsible  for  what 
thousands  of  people  throughout  the  country  do. 

Q.  Do  you  seek  to  justify  ilF 

A.  It  depends  entirely  upon  circumstances.  I  have  already  said  that  under 
certain  conditions,  orders  given  out,  commissions  paid,  no  collusion  whatsoever, 
the  broker  who  buys  not  having  the  slightest  idea  where  tbe  order  comes 
from  that  the  broker  executes  tc  sell— -1  say  it  Is  not  an  illegitimate 
transaction. 


Q.  .  .  .  Will   you   be   good   enough  to   answer   that   question?     Is   not   the 
operation,  at  times,  resorted  to  to  depress  prices  and  at  other  times  to  lift 

A.  Yes;  I  can  ponBistently  answer  that. 


Q.  You  approve  of  those  transactions,  do  you? 

A.  I  approve  of  transactions  that  pay  their  proper  commissions  and  arc 
properly  transacted.  You  are  asking  me  a  moral  question  and  I  am 
answering  you  a  stock-exchange  question. 

Q.  What  is  the  difference? 

A.  They  are  very  different  things. 

Q.  I  thought  so.  There  is  no  relation  between  a  moral  question,  then,  and 
a  stock  exchange  question? 

A.  Sometimes. 

Another  witness  (Mr.  Morse  at  p.  719)  described  the  mechanism 
of  manipulation  as  practiced  on  the  Exchange  as  follows : 

He  is  the  gentleman  who  manipulates  the  stock,  giving  tbe  buying  and 
selling  orders. 

If  he  merely  wishes  to  make  a  stock  appear  active,  he  gives  buying  and 
selling  orders  in  about  equal  volume;  if  be  wishes  to  put  up  the  price,  be 
gives  an  excess  of  buying  orders;  If  lie  wishes  to  depress,  he  gives  an  exccsi 
of  selling  orders. 

Statistics  were  presented  to  the  Puju  Committee  of  thirteen 
selected  active  stocks  dealt  in  on  the  Exchange,  showing  day  by 
day,  month  by  month,  and  year  by  year  for  many  years,  and  up 
to  the  time  of  the  inquiry  in  1919,  the  character  and  extent  of 
the  dealings,  by  way  of  illustrating  the  fabulous  proportion  to 
which  manipulation  had  been  permitted  as  the  result  of  the  abseoce 
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of  regulfttioD  by  public  authority.  It  is  impracticable  to  repro- 
duce those  schedules  here,  nor  was  it  claimed  that  all  these  transac- 
tions represented  Diauiputation,  but  the  following  summary  from 
the  report  of  the  conmiittee,  based  on  that  evidence,  will  give  a 
faint  conception  of  the  extent  to  which  this  orgy  of  gambling 
was  carried : 

Stating  tbe  results  sbown,  aniy  in  the  niost  genertil  way,  it  appeani 

1.  That  tbere  has  not  been  a  fear  since  January  I,  1906,  when  tlie  Readiog 
Co.'»  entire  common  stock  issue  listed  and  subject  to  sale  was  not  sold  at 
le»Ft  twenty  times  over  and  from  that  on  up  to  forty-tbree  times;  that  in  i, 
single  month  at  that  period  it  was  sold  six  limes  over  and  that  in  only  two 
months  of  the  entire  period  was  it  sold  less  than  once  over  in  a  single  montb; 
»nd  that  although  it  is  a  dividend-paying  stock  the  number  of  shares  trans- 
tcmd  on  the  company's  books  averaged  for  the  period  8,6  per  cent  of  the 
lliaT«fl  sold. 

In  1906  ana  1907  there  were  in  all  1,100,000  shares  of  Reading  Common 
(todc  listed.  Tbere  were  ot^er  eighty-one  million  shares  sold  in  that  time, 
starting  at  $lSi  per  share  and  ending  at  $90.  Those  transactions  represented 
over  eleven  billion  dollars  in  money  in  sales  and  the  same  amount  in  purchases. 

S.  Sommarily  stated,  it  further  appears  that  in  each  year  since  January  1, 
IMC,  the  entire  Lsted  common  stock  issue  of  the  United  States  Steel  Corpor- 
atioD  has  been  sold  five  times  over  each  year  on  the  average,  while  the  number 
<rf  sbares  transferred  on  the  company's  books  has  averaged  25  per  cent  of 
the  number  sold. 

In  UniUd  States  Steel  with  5,OS4,000  shares  of  common  stock  outsUnding 
tbere  were  seventy-four  million  shares  sold  and  the  same  number  bought  In 
1909  and  1910.  In  a  single  month  (January  1910)  there  were  over  six  mil- 
lion shares  sold. 

It  will  be  said  that  this  largely  represents  speculation.  But  is  it  hontit 
■peculation  or  speculative  exciteinent  brought  about  by  pool  manipulation? 
What  |>srt  of  it  is  pure  manipulation? 

Here  again  there  have  been  selected  by  way  of  object  lesson  only  a  few  of 
the  Instances  that  might  be  multiphed,  but  prominent  cases  have  been  taken 
to  Uliutrate  the  point.  Until  these  practices  are  made  discoverable  and 
punishable  there  is  no  reason  why  they  should  not  be  repeated  when  con- 
ditions are  again  favorable. 

Many  of  our  great  fortunes  have  been  amassed  by  these  methods.  Who  first 
knew  when  U.  S.  Steel  common  stock  was  to  be  put  upon  a  dividend  basisf 
Or  when  Union  Pacific  was  to  increase  its  dividend  to  10  per  cent?  Or 
irticn  Amalgamated  Copper  would  reduce  or  pass  its  dividend?  Or  when 
•ad  on  vIiBt  basis  it  would   resume  dividends?     The  determination  of  these 

ntions  generally  rests  with  one  or  at  most  a  few  men  in  each  company, 
ras  natural  that  they  should  make  use  of  their  advance  knowledge  so 
long  as  there  was  no  law  or  public  sentiment  to  restrain  them.  But  the 
temptation  to  force  dividends  and  to  suspend  dividends  and  otherwise  to  use 
their  vast  power  are  too  great.  They  must  be  removed  if  we  are  ever  to  have 
honest  corporate  management. 

It    may   be   that   under   the   new   order   of   things   we   shall   not   have   the 
Hme  class  of  men  in  our  boards  of  directors.     That  is  probably  true.     The 
btcestlvea    will   no    longer    be    there.      They    were    dishonest    incentives    but 
as   not  considered  dishonest   for  a   trustee   to  exploit  his 
;s  considered   rather  clever  even   to  the   point  of   selling 

, _..  1  company  "short"  and  shaking  out   his  shareholders. 

It  should  be  made  impossible  for  the  men  who  are  in  control  of  these 
raat  enterprises  to  go  on  fleecing  the  public.  It  Is  high  time  that  they 
JMTC   brought   to   reaJise   that   they   are   trustees    for   their   shareholders. 
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3.  That  In  the  same  period  the  eotirc  conunon  stock  issue  of  the  Aoial- 
gamated  Copper  Co.  has  been  sold  eight  times  over  each  year,  on  tlie 
average,  while  the  Dumlier  of  shares  transferred  has  averaged  about  30 
per  cent  of  the  number  sold. 

4.  That  since  January  1,  1906,  the  entire  Usted  common  stock  issue  of 
the  Union  Pacific  Railroad  Co.  has  been  sold  eleven  and  one-half  times 
over  each  year,  while  in  1919  the  number  of  shares  transferred  was  onlf 
16   per   cent   of   the   number   sold. 

fi.  That  in  191S  the  entice  listed  common  stock  of  the  American  Can  Co. 
was  sold  eight  and  one-third  times  over,  wliile  the  number  of  sharel 
transferred  was  35  per  cent  of  the  number  sold. 

6.  That  since  January  1,  1906,  the  entire  listed  common  stock  issue  of  the 
Hock  Island  Co.  has  been  sold  twice  over  each  year  on  the  average,  wtuk 
tne  number  of  shares  transferred  has  averaged  a  little  more  than  37  per 
cent  of  tlie  numlwr  sold. 

7.  That  since  January  1,  1906,  the  entire  common  stock  issue  of  the  American 
Smelting  and  Refining  Co.  has  been  sold  twelve  times  over  each  year  on 
the  average,  while  the  number  of  shares  transferred  has  averaged  about 
Is  per  cent  of  the  number  sold. 

8.  That  since  January  1,  1906,  the  entire  listed  conunon  stock  issue  of 
the  Erie  Railroad  Co.  has  been  sold  more  than  twice  over  each  year  on  the 
average,  while  the  number  of  shares  transferred  has  averaged  only  30 
per   cent   of   the  number   sold, 

9.  That  since  January  1,  190G,  the  enUre  listed 
Consolidated  Gas  Co.  has  been  sold  more  than  on 
average,   while   the   number  of  shares   transferred 
40  per  cent  of  the   number  sold. 

10.  That  since  January  1,  1906,  the  entire  listed  common  stock  issue 
of  the  Brooklyn  Rapid  Transit  Co.  has  iDeen  sold  six  times  over  each  year 
on  the  average,  while  the  numlier  of  shares  transferred  has  averaged  93 
per  cent  of  the  numt)er  sold. 

11.  That  since  January  1,  1903,  the  entire  Usted  common  stock  of  the 
Colorado  Fuel  &  Iron  Co.  has  been  sold  five  times  over  each  year  on  the 
average — in  1906  eighteen  times  over — while  the  number  of  shares  transferred 
has   averaged   less   tlian   20   per   cent   of   the   number   sold. 

IS.  That  in  Uctober,  1913,  the  first  month  during  which  the  common  stock 
of  the  California  Petroleum  Co.  was  listed,  the  entire  issue  was  sold  nwre 
than  three  and  one-half  times  over;  ajid 

13.  That  in  the  s 
1912,   the   enUre 
sold  nearly  nine  times  over. 

In  answer  to  this  showing  we  are  told, 

1.  Tliat  these  statistics  do  not  prove  the  manipulation  of  prices  since 
there  Is  no  way  of  determining  which  of  the  transactions  represented 
honest  speculation  and  which  represented  dishonest  speculation  in  the  form 
of   manipulation   or    fictitious   purchases    and   sales;    and 

3.  That  these  transactions  are  now  made  unlawful  in  the  State  of  New 
York  through  the  enactment  in  1913,  following  the  disclosures  of  the  Pujo 
Committee,  of  a  bill  entitled  "Manipulation  of  Securities,"  by  wUch  statute 
such   acts   are   constituted   misdemeanors. 

In  point  of  fact  the  law  in  question  is  a  men  blind.  It  doei 
not  define  manipulation.     On  the  contrary  it  legalizes  and  per- 
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petiiaies  the  existing  abuse  by  excluding  the  worst  features  of 
manipulation  from  the  definition,  which  should  have  included 
them.  In  defining  manipulation  the  offense  is  made  to  apply  only 
to  cases  in  which  no  simultaneous  change  of  ownership  is  effected. 
It  is  confined  by  the  terms  of  the  act  to  '^all  pretended  purchases 
or  sales  whereby  no  simultaneous  change  of  ownership  is  effected." 
T%e  bill  is  aimed  only  at  fictitious  transactions.  Manipulation 
of  securities  is  not  now  accomplished  to  any  appreciable  extent 
by  fictitious  transactions,  although  it  was  formerly  conducted 
at  times  by  that  means.  As  now  practiced  it  does  result  in  a 
change  of  ownership,  so  that  the  most  widespread  forms  of  man- 
ipulation practiced  on  the  Exchange  are  not  reached  by  this  bilL 
It  stands  in  the  way  of  effective  legislation  to  prevent 
manipulation. 

I  do  not  propose  to  discuss  here  at  any  length  the  ethics  or 
merits  of  speculation  except  in  so  far  as  it  is  accompanied  by 
manipulation  or  short  selling.  There  is  much  to  be  said  in  sup- 
port of  the  argument  that  there  can  be  no  broad  and  active  public 
market  in  the  absence  of  speculation.  If  it  can  be  established 
that  there  should  be  regulation,  public  authorities  will  determine 
the  subsidiary  question  of  whether  and  if  so  to  what  extent  and 
under  what  conditions  speculation  shall  be  permitted. 

An  interesting  and  instructive  pamphlet  has  been  published 
on  this  subject  within  the  present  year  by  Mr.  John  Henry  Piper, 
entitled  "The  Technology  of  Stock  Market  Manipulation." 

The  author  quotes  as  follows  from  the  book  of  Mr.  W.  C. 
Van  Antwerp  (now  one  of  the  governors  of  the  Stock  Exchange, 
who  conducts  its  vast  press  bureau)  entitled  "The  Stock  Market 
from  Within" : 

The  great  evil  of  speculation  consists  in  the  buying  of  securities 
by  uninformed  people  who  cannot  afford  to  lose. 

He  analyzes  and  dissects  that  assertion  with  great  skill,  evi- 
dencing an  intimate  knowledge  of  stock  market  technique,  and 
concludes  with  the  suggestion  that  he  has  proved  that  Mr.  Van 
Antwerp  should  revise  this  statement  so  as  to  read  as  follows : 

The  great  evil  of  speculation  consists  in  the  buying  and  short  selling 
of  securities  by  the  people  who  cannot  afford  to  lose  aU  the  time^ 
or  who  do  not  lose  all  the  time  but  who  do  lose  all^  in  time. 

Or: 

The  great  evil  of  speculation  in  Wall  Street  is  the  buying  and  short 
selling  of  stock  by  people  deluded  with  the  idea  that  they  speculate 
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in  valaes,  whereas  they  only  jfamble  in  manipulated  prices;  and  tiiis 
evil  will  never  be  corrected  until  the  people  are  informed  that  the 
essential  thing  for  a  speculator  to  know  is  the  technical  or  manipulated 
poiitioa  of  the  price  of  a  stock  in  relation  to  the  plan  of  campaign 
that  is  being  engineered  by  ontside  financial  powers  who  have  the 
public,  the  Stock  Exchange,  especially  the  heads  of  it,  under  their  heel. 

Summarizing  Mr.  Piper's  deductions,  they  are  based  on  the 
following  premises,  which  I  believe  are  in  the  main  correct  as 
applied  to  the  small  operators  and  people  of  limited  means  who 
speculate  in  stocks  and  who  are  not  members  of  pools  or  "insiders" 
with  unlimited  means  for  manipulating  or  controlling  the  market 
in  the  particular  stock: 

1.  That  about  98  per  cent  of  those  who  speculate  in  Wall  Street 
sooner  or  later  come  to  grief. 

2.  That  with  the  development  of  "high  finance"  (which  he  char- 
acterizes as  synonymous  with  dishonest  finance)  the  dealings  on  the 
Exchange  have  become  mainly  speculative  and  that  prices  are  regulated, 
not  by  intrinsic  values,  but  by  the  technical  phase  of  the  market 
created  by  the  manipulation  of  the  particular  security  by  the  big 
interests  that  happen  to  be  interested  in  operating  in  it  at  the  time, 
escept  as  to  the  small  proportion  of  dealings  that  are  of  a  strictly 
investment  character. 

3.  That  the  man  who  bases  his  speculative  operations  in  a  given 
stock  upon  a  study  and  mastery  of  the  past,  present,  or  future  merits 
of  the  property  is  bound  to  lose,  as  against  the  speculator  who 
ignores  those  factors  but  acquaints  himself  with  the  identity  and 
purposes  of  the  individuals  or  men  constituting  the  pool  who  ate 
dealing  in  the  stock;  that  if  they  arc  operating  without  price  limits 
or  within  certain  limits  to  bring  about  a  rise  or  fall  in  the  price 
or  to  make  money  trading  back  and  forth  and  have  the  necessary 
means  or  financial  support,  the  stock  will  fluctuate  within  those 
limits  regardless  of  its  merits  so  long  as  that  sort  of  activity  is 
being  continued. 

In  the  main  these  propositions  are  true.  MatUpuiation  of 
pricet  is  the  great  curse  of  the  Exchange.  It  paralyzes  ita  use- 
fulness. The  arguments  in  favor  of  speculation  are  destroyed 
by  the  presence  of  manipulation.  It  is  said  by  the  defenders  of 
speculation  that  it  represents  the  collective  judgment  of  the  value 
of  a  security;  that  besides  creating  an  active  market  it  furnishes 
the  supreme  test  of  value.  Whether  that  be  true  as  applied  to 
honest  speculation  it  is  not  necessary  to  determine  so  long  as 
manipulation  is  tolerated.  Manipulation  Is  dishonest  speculation. 
It  is  playing  with  marked  cards.  It  converts  the  Stock  Exchange 
into  a  mock  auction.    If  there  were  no  other  reason  for  demanding 
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goTeniideaial  supervision  of  the  Exchange  (and  there  are  many 
apart  from  those  already  discussed),  the  fact  that  without  regu- 
lation manipulation  cannot  be  discovered,  would  be  conclusive 
of  its  necessity.  Manipulation  may  not  exist  at  the  moment,  but 
when  confidence,  activity,  and  speculation  revive  it  will  exist  in  the 
future  as  it  has  in  the  past  unless  it  is  checked  by  regulation  that 
will  furnish  the  means  of  discouraging  and  punishing  it. 

There  may  be  said  to  be  three  principal  forms  of  manipulation, 
apart  from  those  that  were  formerly  conducted  through  what 
are  known  as  *'wash  sales"  and  fictitious  transactions,  which  have 
largely  been  abandoned,  and  others  which  it  will  not  be  necessary 
to  discuss. 

1.  The  most  common  and  most  vicious  form  is  effected  by 
what  are  in  substance  bogus  purchases  and  sales  to  create  a 
false  appearance  of  activity  for  the  purpose  of  imloading  the 
stock  on  the  public  at  high  prices.  The  same  person  or  group 
gives  bujring  orders  to  one  set  of  brokers  and  selling  orders  to 
another  but  the  selling  orders  exceed  in  volume  the  buying  orders 
until  the  stock  is  marketed.  The  apparent  purchases  and  sales 
may  and  often  do  exceed  the  actual  purchases  by  the  public  ten 
or  twenty  over.  In  order  to  actually  unload  one  hundred  shares 
on  the  public  the  manipulator  may  have  to  apparently  deal  in 
thousands  of  shares.  So  long  as  commissions  are  paid  on  these 
sham  transactions  on  both  sides  of  the  bargain  the  Exchange 
has  regarded  them  as  entirely  legitimate,  even  though  the  real 
nature  of  the  dealing  is  apparent  from  their  volume  and  from 
general  report  and  can  readily  be  verified  from  the  books  of  the 
brokers,  to  which  the  Exchange  has  free  access  at  all  times. 

2.  A  series  of  transactions  conducted  for  the  purpose  of  ac- 
quiring or  selling  a  large  block  of  the  stock  of  a  given  corporation 
not  for  investment  but  with  the  ftitent  of  realizing  an  immediate 
profit,  brought  about  by  purchases  and  sales  that  are  calculated 
to  affect  the  price  in  the  way  best  adapted  to  accomplish  the  end 
in  view.  If  the  purpose  be  to  accumulate  stock  so  as  to  sell  at  a 
substantially  higher  level,  the  plan  involves  selling  part  of  the 
accumulations  as  the  stock  rises  so  as  to  depress  the  price  and 
then  make  larger  purchases.  If  the  intention  is  to  sell  the 
opposite  course  is  adopted.  The  ultimate  object  is  to  buy  stock 
that  you  do  not  want  or  to  sell  stock  that  you  do  not  want  with 
the  view  of  affecting  the  price. 

8.  Where  a  new  security  is  to  be  introduced,  instead  of  ad- 
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vertising  its  merits  by  the  publication  of  a  prospectus  or  by  open 
solicitation,  the  security  is  here  again  given  a  false  appearance 
of  activity  to  attract  dealings.  After  the  public  has  been  led 
to  buy  on  the  assumption  that  it  is  acquiring  a  security  with 
an  active  market  that  is  readily  saleable,  those  who  were  in- 
terested in  creating  this  impression  and  who  have  probably  dis- 
posed of  the  stock  they  had  to  sell  find  it  unnecessary  to  continue 
the  heavy  expense  of  paying  commissions  on  what  are  in  effect 
fictitious  transactions,  and  the  buyer's  apparently  active  market 
gradually  and  sometimes  suddenly  fades   away. 

Under  the  head  of  "Manipulation  of  Prices"  the  Hughes 
Commission  had  the  following  to   say: 

A  subject  to  which  we 
the  manipulBtion  of  price 
cisssea; 

1.  That  which  is  resorted  to  for  the  purpose  of  making  u  market  for  issues 
of  new  securities, 

3.  That  which  is  designed  to  serve  merely  speculative  purposes  In  the 
endeavor  to  make  a  profit  as  the  result  of  fluctuations  which  have  been 
planned    In   advance. 

The  first  kind  of  manipulation  has  certain  advantages  and  when  not 
sccompanied  by  "matcheil  orders"  is  UDobjectlunable  per  le.  It  is  essential 
to  the  organJEBtlon  and  cartying  through  of  important  enterprises,  such 
as  large  corporations,  that  the  organizers  should  be  able  to  raise  the  money 
necessary  to  complete  them.  This  can  be  done  only  by  the  sale  of  securities. 
L^arge  blocks  of  securities,  such  as  are  frequently  issued  by  railroad  and 
Other  companies,  cannot  be  sold  over  the  counter  or  directly  to  the  ultimate 
investor,  whose  confldence  in  them  can,  as  a  rule,  be  only  gradually 
established.  They  must,  therefore,  if  sold  at  all,  be  disposed  of  to  some 
syndicate,  who  wilt  in  turn  pass  them  on  to  middlemen  or  speculators, 
until  in  the  course  of  time  they  find  their  way  into  the  boxes  of  investors. 
But  prudent  Investors  are  not  likely  to  be  induced  to  buy  securities  which 
are  not  regularly  quoted  on  some  exchange,  and  which  they  cannot  sell, 
or  on  which  they  cannot  borrow  money  at  their  pleasure.  If  the  securities 
are  really  good  and  bids  and  offers  bonn  fide,  open  to  all  sellers  and  buyers, 
the  operation  is  harmless.  It  is  merely  a  method  of  bringing  new  Investments 
Into  public  notice. 

The  second  kind  of  manipulation  mentioned  is  undoubtedly  open  to  serious 
criticism.  It  has  for  its  object  either  the  creation  of  high  prices  for  par- 
ticular stocks,  in  order  to  draw  in  the  public  as  buyers  and  to  unload 
upon  them  the  holdings  of  the  operators,  or  to  depress  the  prices  and  induce 
tbe  public  to  selL  There  have  been  instances  of  gross  and  unjusUflsble 
majiipulation  of  securities,  as  In  the  case  of  American  Ice  stock.  While 
we  have  been  unable  to  discover  any  complete  remedy  short  of  abolishing 
the  Stock  Exchange  itself,  we  are  convinced  that  the  Exchange  can  prevent 
tbe  worst  forms  of  this  evil  by  exercising  its  influence  and  authority  over 
the  members  to  prevent  them.  When  continued  manipulation  exists  it  it 
patent  to  experienced  observers. 

The  fact  is  that  manipulation  is  dishonest  whether  resorted  to 
for  the  purpose  of  introducing  a  new  security  or  for  any  other 
purpose.    True,  it  is  six  years  since  the  Hughes  Commission  mode  I 
its  report  and  there  were  many  things  then  tolerated  in  corporate  J 


Specvlatian  an  the  Stock  Exchanges  49 

management  and  in  the  financial  world  generally  that  would  not 
dare  be  attempted  today,  thanks  to  the  exposure  of  corporate 
abases  by  the  much-despised  ^^reformers"  and  to  the  improvements 
in  moral  standards  of  business  for  which  their  unwelcome  activities 
are  responsible.  But  it  is  still  inconceivable  that  even  in  1909  a 
body  of  New  York  gentlemen  as  distinguished  as  were  the  members 
of  this  commission  should  have  become  so  permeated  with  the 
customs  and  atmosphere  of  the  financial  world  in  which  they 
moved  as  to  have  been  led  into  putting  in  an  officicd  document 
the  statement  that  manipulation  ^Srhich  is  resorted  to  for  the 
purpose  of  making  a  market  for  issues  of  new  securities  is  un- 
objectionable per  sey*  or  that  ^^t  is  essential  to  the  organization 
and  carrying  through  of  important  enterprises."  It  is  nothing  of 
the  kind.  It  is  distinctly  disreputable  and  the  Exchange  will 
shortly  be  made  to  see  it  in  that  light  as  they  have  been  taught 
to  see  other  practices  that  they  once  thought  to  be  legitimate. 

Is  it  to  be  wondered  at  that  no  legislation  looking  to  the 
correction  of  the  abuses  that  were  pointed  out  by  this  Com- 
mission followed  its  report  and  that  nothing  was  done  in  that 
direction  until  July,  191S,  following  the  public  exposure  by  the 
Pujo  Committee  of  the  same  conditions  that  this  Commission 
privately  investigated?  Is  there  any  occasion  for  surprise  that 
there  was  no  abatement  of  the  practice  of  manipulation  in  view 
of  the  quasi-encouragement  lent  to  it  by  this  report?  It  is  no 
exaggeration  to  say  that  the  bulk  of  the  securities  on  the  list 
has  been  at  one  time  or  another  manipulated — ^not  for  the  pur- 
pose of  creating  a  market  or  an  appearance  of  activity  in  a 
new  security,  but,  as  stated  in  the  Hughes  Report,  either  "to 
create  high  prices  for  particular  stocks  in  order  to  draw  in 
the  public  as  buyers  or  to  unload  upon  them  the  holdings  of 
the  operators  or  to  depress  the  prices  and  induce  the  public 
to  sell" 

The  greatest  sufferers  from  this  form  of  swindling  are  not 
speculators  but  the  small  honest  investors.  The  use  of  the  market 
news  columns  of  the  newspapers  is  an  invariable  accompaniment 
and  a  necessary  part  of  the  equipment  in  playing  the  game.  The 
payment  of  dividends  represented  to  be  earned  but  only  too  fre- 
quently not  earned  and  the  publication  of  articles  calculated  to 
show  the  prosperous  and  growing  condition  of  the  property  at- 
tract the  conservative  investor.  With  such  instances  in  mind 
as   Rock   Island,  Metropolitan   Street  Railway,  Third  Avenue 
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Railroad,  and  New  Haven,  all  selling  at  one  time  at  over  $S00 
per  share  and  paying  large  dividends  and  all  of  them  since 
bankrupt  or  nearly  so,  what  chance  has  an  outsider  of  getting 
a  square  deal?  What  had  become  of  the  "insiders"  investments 
in  these  properties  when  they  came  to  grief?  True,  they  still 
held  control  of  the  management,  but  the  dear  public,  the  widows 
and  orphans,  and  men  and  women  of  small  means  who  through 
years  of  toil  and  self-sacrifice  had  saved  and  scraped  together 
the  money  with  which  to  buy  what  they  were  led  to  believe  wa« 
a  safe,  conservative  investment,  held  the  securities. 

If  manipulation  can  be  made  disreputable  and  can  be  dis- 
covered and  punished,  it  can  be  prevented.  If  it  can  be  prevented 
there  will  be  no  incentive  for  concealment  and  misrepresentation 
of  the  condition  of  a  property.  It  can  never  be  discovered  until 
the  transactions  on  the  Exchange  can  be  officially  supervised 
and  the  books  of  its  members  subjected  to  inspection  of  some 
public  authority.  The  Postmaster  General  is  the  logical  official 
to  whom  to  delegate  this  duty.  These  quotations  on  which  the 
investors  of  the  whole  country  rely  are  distributed  through  the 
nails,  by  telegraph  and  in  the  newspapers.  If  they  are  fraudu- 
lent and  fictitious,  representing  bogus  or  manipulated  transac- 
tions intended  to  deceive  investors,  the  originators  of  the  frauds 
should  be  punished  through  the  same  machinery  as  the  Post 
Office  Department  so  successfully  employs  to  detect  and  prosecute 
other  false  statements  that  are  carried  in  the  mails.  What  is 
the  difference  between  falsely  describing  the  merits  and  value 
of  stock  representing  a  mine  or  a  patent  or  any  other  form  of 
business  venture  by  means  of  a  circular  or  advertisement  and  the 
use  by  these  captains  of  high  finance  of  the  machinery  and 
published  quotations  of  the  Exchange  and  of  market  "puffs" 
and  press  bureaus,  which  is  their  means  of  advertisement  to 
attract  investors  to  stocks  that  they  are  selling  by  having  it 
appear  that  vast  quantities  of  the  stock  are  being  daily  bought 
and  sold  at  given  prices,  thus  deliberately  representing  that  the 
general  investing  public  believes  that  they  have  that  value  and 
are  actively  buying  and  selling  them  when  in  point  of  fact  there 
are  no  such  transactions  to  any  extent  except  such  as  are  being 
manipulated  by  them  for  the  esprcss  purpose  of  deceiving  and 
drawing  in  the  unwary?  The  methods  of  the  big  operator,  that 
are  now  considered  legitimate,  are  far  more  insidious,  dangerous, 
and  effective  than  are  those  of  the  man  who  plies  his  disreputable 
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and  precarious  trade  through  circulars  and  advertisements.  The 
latter  is  at  least  forced  to  disclose  his  identity  and  to  be  reason- 
ably cautious  lest  he  bring  himself  within  the  clutches  of  the 
federal  law,  which  is  ever  on  the  alert  to  discover  these  viola- 
tions ;  but  the  powerful  men  of  high  finance  who  have  for  years 
practiced  this  game  with  immunity  are  able  to  hide  behind  re- 
spectable and  influential  brokers  and  the  machinery  of  the  Ex- 
change. For  every  investor  who  is  swindled  by  the  former 
method,  tens  of  thousands  are  victimized  by  the  latter.  The 
former  generally  lands  in  jail;  the  latter  are  financial  giants, 
phQantbropists,  leading  citizens  and  pillars  of  society.  Their 
offense  is  the  same,  only  their  metbods  are  slightly  different.  It 
is  the  prostitution  of  the  machinery  of  the  Exchange  that  renders 
their  raids  on  the  public  possible. 

Paul  Clifford's  occupation  was  humane  and  courageous  beside 
theirs.  He  was  at  least  kind  and  generous  hearted  and  took  his 
chances.  They  "keep  prayerfully  within  the  law" — a  law  that 
is  a  disgrace  to  a  community  that  rests  in  the  smug  self-com- 
placency that  it  is  civilized.  The  Exchange  can  put  an  end  to 
this  colossal  confidence  game  whenever  it  chooses,  but  it  is  evident 
from  its  attitude  that  it  will  never  choose,  except  spasmodically, 
wben  it  is  under  fire,  until  it  is  compelled.  It  can  never  be  com- 
pelled to  do  so  until  the  books  of  the  brokers  can  be  opened  and 
the  facts  exposed. 

Id  *iew  of  the  overwhelming  evidence  as  to  the  existence  of 
manipulation  and  the  reports  of  various  committees  on  the  sub- 
ject, I  fail  to  understand  why  it  is  constantly  asserted  that  there  is 
no  proof  of  the  existence  of  manipulation,  nor  why  we  are  con- 
stantly challenged  in  the  face  of  these  findings  to  disclose  "when, 
wbere,  or  how  these  alleged  transactions  manifest  themselves." 

It  matters  not,  however,  whether  the  work  of  federal  super- 
TtsioB  be  in  charge  of  the  Post  Office  Department  or  of  the 
Treasury  Department  as  part  of  the  financial  system,  as  in  Con- 
tinental cauntries,  or  of  the  Bureau  of  Commerce  so  far  as 
eoDcems  the  quotations  of  shares  of  interstate  corporations  or 
of  the  Interstate  Commerce  Commission  as  applied  to  railroads, 
^cept  that  under  our  constitution  the  authority  to  regulate 
through  the  Post  Office  is  less  open  to  legal  question. 

Unless  the  power  to  unearth  these  frauds  is  lodged  some- 
where they  cannot  be  discovered  and  manipulation  cannot  be 
flopped.     The  Exchange  now  has  that  power  over  the  books  of 
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its  own  members,  but  to  ask  or  expect  them  to  expose  the  law- 
breaking  of  their  own  members,  by  which  they  earn  a  large  part 
of  their  income  and  which  the  Exchange  encourages  and  insists 
to  be  within  the  rights  of  its  members,  Is  hardly  a  reasonable 
proposition  for  discussion. 

Mr.  Sturgis  said  that  paying  commissions  to  manipulate  a 
market  was  like  spending  so  much  money  for  advertising  the 
security.  He  was  quite  oblivious  of  the  fact  that  a  man  who  in  the 
ordinary  course  of  business  should  sell  stock  by  advertising  that 
so  many  thousand  shares  were  actually  being  bought  and  sold 
day  by  day  at  a  given  price,  and  who  was  actually  "going  through 
the  motions"  and  paying  commissions  on  both  sides  of  the  trans- 
action for  the  sole  purpose  of  deceiving  would-be  purchasers 
whom  he  was  thereby  seeking  to  attract  in  the  belief  that  such  pur- 
chases and  sales  were  genuine,  would  clearly  be  guilty  of  lar- 
ceny. Yet  that  is  precisely  the  intent  and  effect  of  these  manipu- 
lated transactions  that  have  formed  a  large  part  of  the  business  of 
the  Exchange.  It  is  passing  strange  that  the  members  are 
BO  obessed  by  self-interest  that  they  cannot  appreciate  the 
perfect  analogy  in  principle  between  the  two  transactions. 

Anyone  who  is  interested  in  creating  an  active  market  in  a 
given  security  should  hereafter  be  required  to  frankly  set  forth 
his  purpose  over  his  own  signature,  advising  its  purchase,  for 
which  some  one  can  be  held  responsible,  instead  of  continuing 
the  underhand  methods  of  false  rumors  of  impending  de- 
velopments, "melons"  to  be  cut,  dividends  to  be  increased,  large 
earnings,  great  market  activity  (manufactured  for  the  purpose 
of  misleading),  etc.,  that  are  the  accompaniments  of  "creating 
activity,"  "stimulating  speculation,"  and  of  the  various  other 
forms  of  manipulation. 

Successful  manipulation  of  established  securities  depends  on 
these  methods.  In  order  to  get  the  speculative  public  interested 
in  the  stock  there  must  be  "something  doing"  in  it.  They  must 
be  made  to  believe  that  they  are  getting  advance  information  of 
what  is  "doing."  The  whole  performance  when  thus  conducted 
is  essentially  in  the  nature  of  a  "confidence  game," 

When  manipulation  has  ceased  or  effective  means  for  its  dis- 
covery has  been  supplied,  the  time  will  have  arrived  to  take  op 
the  question  of  speculation.  Then  and  not  until  then  can  we 
have  open,  honest  speculation  based  upon  conceptions  of  value. 
Then  and  only  then  will  speculative  transactions  furnish  a  guide 
to  values. 
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I  have  read  with  interest  and  instruction  the  articles,  addresses, 
and  testimony  of  Professor  Emery  on  this  subject  and  would  be 
at  many  points  in  accord  with  his  views  as  to  the  value  of  specula- 
ticm  if  it  could  be  disassociated  from  manipulation ;  but  I  am  unable 
to  agree  to  his  argument  that  there  should  be  no  limit  even  upon 
honest  speculation. 

I  take  issue  with  him  distinctly  in  his  championship  of  un- 
restricted short  selling  and  insist  upon  the  necessity  for  govern- 
mental regulation  of  all  transactions  on  stock  exchanges,  which 
he  opposes. 

Here  again  the  events  of  the  past  five  months  have  demonstrated 
the  peril  of  unrestricted  short  selling.  The  Exchange  has  been 
forced  to  admit  that  it  is  an  evil  that  should  be  guarded  against 
in  troublous  times  by  the  enactment  and  rigid  enforcement  of 
a  rule,  now  in  force,  under  which  an  arbitrary  minimum  price 
has  been  fixed  upon  the  bulk  of  its  listed  securities,  so  that  they 
cannot  be  dealt  in — that  is,  sold  short — below  that  figure.  Now 
that  the  London  Exchange  is  imder  control  of  the  Treasury 
Department  all  short  selling  is  forbidden.  The  Stock  Exdiange 
view  of  short  selling  that  prevailed  before  the  experience  brought 
about  by  the  war  is  fairly  set  forth  in  the  testimony  of  Mr. 
Sturgis  before  the  Pujo  Conunittee,  as  follows : 

Q.  What  is  the  purpose  of  short  selling? 
A.  GeneraUy  speakings  to  make  a  profit. 

Q.  To  make  a  profit  by  what  process? 

A.  By  repurchasing  the  short  sale  at  a  declining  price. 

Q.  That  is,  by  selling  a  security  that  you  have  not  got  and  g^ambUng 
on  the  proposition  that  you  can  get  it  cheaper  and  deliver  the  tUng  that 
is   sold.     Is  not  that  it? 

A.  That  is  the  usual  process — selling  when  you  think  the  price  is  too 
hi^  and  repurchasing  when  you  think  it  has  reached  the  proper  leveL 

Q.  But  is  it,  or  not,  the  process  of  selling  a  thing  you  have  not  got? 
A.  It  is. 

Q.  And  is  it,  or  not,  with  the  idea  that  it  will  go  lower,  or  can  be 
depressed  down,  and  bought  cheaper  and  delivered? 

A.  Truly. 

Q.  Do  I  understand  that  you  regard  that  as  legitimate  and  defensible? 
A.  Do   you   wish   my   personal    expression    of   opinion? 

Q.  Yes. 

A.  I  think  it  depends  entirely  upon  circumstances. 

Q.  Under  what  circumstances  would  you  regard  that  sort  of  short  selling 
as  legitimate  and  proper? 

A.  I  should  regard  it  so  if  there  was  a  panic  raging  over  the  country 
and  it  was  desirable  to  protect  interests  which  could  not  be  sold.  I  think 
it    would    be    a    perfectly    legitimate    thing    to    do. 

Q.  Let  us  see  about  that.     If  there  was  a  panic  raging  over  the  country 
and  a  man  sold  stocks  short,  would  not  that  simply  add  to  the  panic? 
A.  It  might.     Self-preservation  is  the  first  law  of  nature. 
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Q.  But,  as  I  understand  it.  If  there  is  a  panic  raging  over  the  countiy, 
you  tbinl(  it  is  defensible  for  a  man  to  depress  stocks  by  selling  stocks 
he   bas   not   got,   with   the   idea   of   adding   to   the   panic? 

A.  Mr.  Untermyer,  if  a  person  has  property  which  is  absolutely  imsaleahle 
and  he  can,  so  to  speak,  protect  his  position  by  selling  something  for  which 
there   is   ft   broad   market — 
Q.  That    he    has   not    got? 

A.  (Continuing).      I    do   not    consider   it    wrong. 

Q.  Mr.  Sturgis,  let  us  just  analyne  that,  because  I  do  not  think  I  vinder- 
stand  you.     You  do  not  want  to  be  mismiderstood,  do  you? 

A.  It  is  not  my  wish. 

Q.  And  I  do  not  want  you  to  be  misunderstood.  Do  you  mean  to  say 
that  if  there  is  a  panic  raging  it  is  a  defensible  thing  for  a  man,  under 
any  circumstances,  to  sell  stock  that  he  has  not  got,  with  the  idea  of 
getting  it   back   cheaper? 

A.  I   do  think  it  is  defensible.     I   certainly  think   it  is   defensible. 

Q.  For  what  purpose  does  he  do  that  except  to  try  to  make  money? 

A.  To  try  to  save  his  credit,  perhaps. 

Q.  How  does  he  save  his  credit  in  a  panic  by  selling  stocks  that  he  has 
Dot  got,  with  the  idea  of  adding  to  the  panic  and  getting  them  cheaper? 

A.  Because  If  he  can  make  a  profit  on  that  sale  it  may  repair  the  loM 
that    he    has    made    on    stocks    he    cannot    selL 

Q.  1  see.  You  know  that  that  would  simply  accentuate  the  fierceness  of 
the  panic,  do  you  not? 

A.  It  could  not  he  otherwise. 

Q.  Certainly.  And  his  only  purpose  in  doing  a  thing  of  that  kind  in 
time  of  panic  would  be  to  make  money,  would  it  not? 

A.  To    protect    himself. 

Q.  It  would  be  to  make  money,  would  it  not? 

A.  Yes;    and    that    would    protect    him. 

Q.  Of  course  it  always  protects  a  man  to  make  money,  no  matter  bow 
he  makes  it,  does  it  not? 

A.  Yes,  sir. 

Q.  And  that  you  think,  is  justifiable? 

A.  I  think  under  those  circumstances  it  is. 

Q.  You  do  not  want  to  make  &ny  further  explanation  of  that  proposition, 
do  you? 

A.  I  do  not 

Q.  Is  It  any  more  Justifiable  for  a  man  to  sell  short  in  a  panic  than  i 
a  normal  market? 

A,  It   depends    very   much    upon   his   financial   necessities, 

Q.  Do  you  regard  it  as  justifiable  in  a  normal  market  for  a  man  to  sell 
a  thing  he  bas  not  got,  with  the  idea  of  depressing  prices  In  order  to 
buy    in    the    stock    at    a    lower    level? 

A.  I  think  It  is  a  question  between  a  man   and  his   own  conscience. 

Q.  I  am  asking  for  yoiir  judgment.  You  have  been  many  years  In  the 
exchange,  and  you  are  a  careful  observer,  and  I  should  like  to  know  you 
judgment 

A.  I  think  a  great  many  people  deprecate  it.     Others  approve  it 

Q.  Do   you   approve   it? 

A.  You  ask  me  personally? 

Q.  Yes. 

A.  I  never  sold  a  share  of  stock  short  In  my  lite. 

A,  Then  you  do  not  approve  of  it,  do  you? 

A,  I  just  happen  not  to  have  done  it.  My  private  business,  if  yon  pleas<^ 
I  beg  yon  to  omit. 

Q.  I   have   not   asked   you   your   private   busineaa. 

A.  Yest  yon   asked  me  what    I   did   mywif. 
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Q.  I  did  not  ask  you  that,  sir;  I  aslced  you  wliat  you  thought  about  it 

Q.  Do  you  approve  of  short  selling  in  others? 
A.  Under  what  conditions? 

Q.  Under  any  conditions. 

A.  Yes;  under  some  conditions. 

Q.  Do  you  approve  of  short  selling  in  a  normal  market? 
A.  I   wiU  answer  that  question   by   saying  it   is   a  moral  question  with 
the  individual  himself.    It  is  not  up  to  me  to  express  my  opinion  upon  it 

Q.  Do  you  personally  approve  of  short  selling  in  a  normal  market? 
A.  Not  I9  personally,  no. 

Q.  You  do  not     And  is  it  or  not  the  fact  that  the  bulk  of  the  short 
selling  is  done  in  a  normal  market? 
A.  I  should  say  no;  more  often   on  an  excited  market 

Q.  It    is    done    every   day,    is   it    not? 
A.  Oh,  yes;  to  some  extent 

Q.  And  it  is  done  in  large  volume,  is  it  not? 
A.  At  times. 

Q.  The  Stock   Exchange  does  not   discourage  it,  does  it? 
A.  The  Stock  i£xchange  does  not'  enter  into  it  at  alL 

Q.  The  Stock  Excnange  does  not  discourage  short  selling,  does  it? 
A.  The  Stock  i^change  takes  no  position  in  the  matter  at  alL 

Q.  Has  the  Stock  Exchange  any  rule  or  regulation  against  short  selling? 
A.  None. 

Q.  Why  is  it  not  Just  as  simple  a  matter  for  them  to  have  a  regulation 
against  short  selling  as  to  have  a  regulation  against  a  broker  splitting  his 
commissions? 

A.  There  is  no  regulation  against  short  selling;  that  is  all  I  can  say  to 

you  about  it 

The  Stock  Exchange  can  of  course  limit  or  stop  short  selling 
whenever  it  sees  fit  to  do  so.  It  is  doing  so  now  to  a  limited  extent. 
There  are  many  other  ways  in  which  it  can  be  more  effectively 
accomplished : 

1.  It  can  be  limited  as  provided  by  the  pending  Owen  Bill  by 
forbidding  a  broker  to  lend  his  customers'  stock  in  satisfaction 
of  short  sales.    Or, 

2.  It  can  require  each  member  to  deliver  at  the  Stock  Exchange 
Clearing  House  certificates  representing  all  the  stock  he  has  sold 
and  take  and  pay  for  all  the  stock  he  has  purchased  the  pre- 
ceding day  instead  of  merely  settling  differences  between  total 
purchases  and  sales  and  taking  or  delivering  the  balance,  as  is 
now  done, — in  the  same  way  in  which  the  bank  clearing  house 
requires  every  bank  to  surrender  all  the  checks  payable  to  it  and 
receives  all  that  are  paid  by  it.  The  present  regulations  of  the 
Stock  Exchange  Clearing  House  facilitate  and  are  intended  to 
facilitate  gambling  and  especially  short  selling.  Without  them 
it  could  not  be  conducted  on  a  large  scale.    Or, 

8.  The  selling  broker  can  be  required  to  disclose  the  numbers 
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of  the  certificates.  If  he  is  selling  for  foreign  account  there  ia 
no  difficulty  in  cabling  the  numbers  of  the  certificates  with  the 
order.     Or, 

4,  The  Exchange  can  simply  enact  a  rule  forbidding  it  and 
enforce  it  just  as  it  now  enforces  the  rule  for  a  uniform  com- 
mission and  far  more  readily,  for  it  is  more  easy  to  control. 

There  is  not  time  to  review  the  argument  for  or  against  short 
selling  nor  is  it  germane  to  the  present  discussion.  It  bears,  not 
on  the  question  of  whether  there  should  be  regulation,  but  on 
what  shall  be   the   character  of  suoh   regulation. 

I  may,  however,  be  permitted  to  say  in  passing  that  the  cham- 
pions of  short  selling  studiously  ignore  the  main  argument  against 
its  legitimacy. 

They  insist  that  it  is  a  safety  valve  against  undue  inflation 
and  depression,  in  that  it  tends  to  check  an  undue  rising  and 
falling  market  in  a  security. 

It  is  said  that  the  short  seller  sells  when  in  his  judgment  a 
stock  is  too  high  and  is  compelled  to  cover  his  sale  by  buying 
when  it  lias  reached  what  he  believes  to  be  its  real  value.  That 
sounds  well  in  theory.  In  practice  short  selling  is  a  dangerous 
factor  in  times  of  depression.  It  is  a  direct  incentive  toward 
creating  and  accentuating  panics  in  the  security  market. 

But  above  and  beyond  this,  it  is  not  in  fact  to  any  extent 
employed,  as  is  claimed,  as  a  test  of  the  value  of  a  given  security, 
and  does  not  in  practical  operation  perform  any  such  useful 
function,  except  in  rare  cases.  Speculation  is  the  main  feature 
of  the  stock  market.  The  bulk  of  its  transactions  are  in  the 
nature  of  gambling,  the  brokers  being  themselves  and  for  their 
own  account  the  chief  speculators,  and  the  customers  who  trade 
through  them  buying  and  selling  from  day  to  day  making  up 
the  remaining  speculative  contingent. 

Mr.  Sturgis  testifies  on  this  subject  as  follows: 
Q.  We   are   speaking  of  transactions   that   are   made   by  members   of  yoor 


t  Ibeir  books  show  whether 


exehange  in  the  way  of  short  selling. 
or   not   they   were   selling   short? 

A,  If  the  broker  is  operating   for  his  < 

Q.  And   you   say   from    a   quarter   to   i 
exchange    are    for    the    broker's    own    account  ? 

A.  We   agreed   upon   a   third,   I    think. 

The   Commission   appointed  by  Governor  (now  Mr.   Justice) 
Hughes  found: 
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It  is  unqiiestioiiable  that  only  a  small  part  of  the  tranMcHfms  upoo  the 
Exchange  is  of  an  investment  character.  A  substantial  part  may  be 
cbaracteriied  as  Tirtoal  gambling. 


The  patrons  of  the  Exchange  may  be  divided  into  the  following  groups: 

1.  Investors,  wlio  personally  examine  the  facts  relating  to  the  value  of 
securities  or  act  on  the  advice  of  reputable  and  experienced  financiers,  and 
pay  in  full  for  what  they  buy. 

9,  Manipulators,  wiiose  connection  with  corporations  issuing  or  oontrolMng 
piuticular  securities  enables  them  under  certain  circumstances  to  move  prices 
up  or  down,  and  who  are  thus  in  some  degree  protected  from  dangers 
encountered  by  other  speculators. 

S.  Floor  traders,  who  Iceenly  study  the  markets  and  the  general  conditions 
of  business  and  acquire  early  information  concerning  the  changes  wtiich  affect 
the  values  of  securities.  From  tlieir  familiarity  with  tlie  technkpie  of  dealings 
oB  tlie  Exchange,  and  ability  to  act  in  concert  with  others,  and  thus  manipulate 
values,  they  are  supposed  to  have  special  advantages  over  other  traders. 

4.  Outside  operators  having  capital,  experience,  and  knowledge  of  the 
general  conditions  of  the  business.  Testimcniy  is  dear  as  to  the  r«fult  which, 
in  the  long  run,  attends  their  operations;  commisrions  and  interest  charges 
constitute  a  factor  always  worldng  against  them.  Since  good  luck  and  bad 
luck  alternate  in  time,  the  gains  only  stimulate  these  men  to  larger 
ventures,  and  they  persist  in  them  till  a  serious  or  ruinous  loss  forces  them 
out  of  the  ^'Street" 

5.  Ineiqierienoed  persons,  who  act  on  interested  advice,  'Hips,"  advertise- 
BKBts  in  newspiq>er8,  or  circulars  sent  by  mail,  or  'Hake  flyers'*  in  absolute 
ignorance,  and  wkh  blind  confidence  in  their  luck.  Almost  without  exception 
they  eventually  lose. 

A  ^short-selling"  movement  is  not  ordinarily  directed  against 
a  particular  security  on  its  merits.  In  order  to  be  successful 
on  a  substantial  scale  it  attacks  the  entire  market.  The  operator 
sells,  without  owning,  a  number  of  the  most  active  securities  on 
the  list  without  regard  to  their  merits  or  whether  they  are  in- 
trinsically worth  more  or  less  than  their  then  selling  price.  There 
is  rarely  a  substantial  selling  movement  that  does  not  attack 
and  depress  prices  in  the  active  stocks  all  along  the  line.  The 
market  prices  move  up  and  down  by  sympathy.  That,  being 
true,  explodes  most  of  the  fine-spun  theories  as  to  the  justification 
for  short  selling  in  fixing  and  steadying  the  value  of  a  given 
security. 

Unless  I  wholly  misapprehend  iJie  operations  of  our  financial 
system,  the  regulation  by  law  of  the  Stock  Exchange  is  an  in- 
dispensable condition  precedent  to  the  destruction  of  the  control 
of  great  financial  credits  by  a  few  men  or  to  any  eflFective  cor- 
porate reform  in  this  country.  It  is  by  the  illegitimate  use  of 
the  facilities  of  this,  the  world's  greatest  security  market,  that 
many  of  the  vast  predatory  fortunes  have  been  fildied  from  the 
public.  The  relation  and  importance  of  the  Exchange  to  cor- 
porate independence  of  banking  domination  are  little  understood* 
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We  shall  accomplish  nothing  substantial  in  the  direction  of  the 
coveted  goal  of  financial  emancipation  toward  which  we  are  striv- 
ing until  this  factor  is  appreciated  and  dealt  with  as  an  essential 
factor  in  the  general  scheme  of  reform. 

The  reasons  in  favor  of  federal  regulation  and  control  of  the 
Exchange  are  vastly  more  weighty  than  those  appertaining  to 
any  of  the  many  occupations  that  are  now  required  to  be  in- 
corporated and  are  so  regulated  and  controlled.  As  before  stated, 
the  Exchange  is  in  no  sense  a  private  or  local  enterprise.  It  is 
grossly  misleading  to  say,  as  has  been  argued  by  the  defenders 
of  its  present  irresponsible  form  of  association,  that  it  is  not  en- 
gaged in  business  and  that  its  only  function  is  to  provide  a  meet- 
ing place  where  its  members  may  deal  with  one  another  under 
prescribed  rules. 

The  Exchange  ia  engaged  in  business  and  of  a  highly  important 
and  distinctly  national  character.  It  owns  the  entire  stock  of  the 
New  York  Quotation  Co.,  which  for  a  specified  rental,  supplies 
members'  offices  south  of  Chambers  Street,  New  York  City,  with 
a  ticker  service  that  registers,  impartially  and  without  eannarks, 
every  genuine  and  manipulated  or  fictitious  transaction  that  takes 
place  on  its  floor.  For  $100,000  a  year,  under  contract  termin- 
able upon  one  day's  notice,  it  sells  these  quotations  to  a  subsidiary 
of  the  Western  Union,  the  Gold  and  Stock  Telegraph  Company, 
which  also  maintains  a  like  ticker  service.  The  latter,  however, 
can  supply  the  quotations  to  »uch  persons  only  as  the  Enchangt, 
approves  and  under  no  circumstances  to  members'  offices  south 
of  Chambers  Street  or  to  any  competing  exchange  in  New  York 
City.  The  quotations  are  gathered  upon  the  floor  of  the  Ex- 
change by  its  employees  and  transmitted  by  its  own  operators 
to  the  officers  of  the  New  York  Quotation  Co.  and  the  Gold  and 
Stock  Company  and  thence  distributed  throughout  the  United 
States  and  by  cable  to  forei^  countries,  but  the  Exchange  re- 
tains the  right  to  determine  absolutely  who  shall  and  who  shall 
not  receive  these  quotations  throughout  the  length  and  breadth 
of  the  land  and  all  over  the  globe.  There  is  no  other  method 
by  which  quotations  of  transactions  on  the  Exchange  are 
obtainable.  A  new  agreement  is  said  to  have  been  recently  effected 
with  the  Western  Union  that  places  these  quotations  still  more 
completely  in  the  control  of  the  Exchange,  if  such  a  thing  be 
possible. 

The  Exchange  is  the  market  place  of  the  entire  coimtry  and  of 
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foreign  countries  for  securities  and  the  only  public  market  in  the 
United  States  where  money  is  loaned  and  borrowed. 

The  business  transacted  by  its  members  has  no  relation  to 
state  lines.  It  comes  to  them  from  abiiost  every  corner  of  the 
cirilized  world.  It  is  not  only  nation-wide,  but  international  in 
scope.  Its  members  maintain  private  wires  to  all  the  principal 
cities  of  the  United  States,  and  the  transactions  conducted  on 
this  open  board  are  for  the  account  of  customers  from  all  parts 
of  the  coimtry  and  from  foreign  countries. 

lie  hall-mark  as  to  the  genuineness  of  a  certificate  of  interest 
in  a  corporation  passes  current  everywhere,  and  it  is  rightly  super- 
vised with  jealous  care  and  at  considerable  expense  to  the 
corporations  concerned. 

It  undertakes  to  prescribe  the  form  and  conditions  of  every 
corporate  security  in  which  it  authorizes  dealings,  and  its  deter- 
mination is  final  through  its  control  over  the  listing  of  such 
securities.  It  reserves  the  right  to  enact  the  minutest  details 
of  the  business  and  affairs  of  the  issuing  corporation,  to  impose 
its  will  in  the  matter  of  the  procedure  by  which  such  corporation 
shall  declare  and  pay  interest  and  dividends  and  in  the  matter 
of  the  transfer  agents  and  registrar  and  as  regards  endless  other 
details ;  all  this  very  properly  on  the  ground  that  it  is  performing 
a  public  function  national  in  its  scope. 

It  jealously  controls  the  reports  of  every  transaction  on  its 
floor,  issues  and  distributes  the  records  of  every  purchase  and 
sale,  or  offer  of  purchase  and  sale,  which  it  thereby  impliedly  rep- 
resents as  an  honest  and  genuine  transaction.  Courts  of  justice, 
trustees,  financial  institutions,  tas  officials,  state  superintendents 
of  banks,  trust  companies,  and  fire  and  life  insurance  companies 
and  other  corporations  that  are  subject  to  supervision  in  the 
seireral  states  throughout  the  country,  and  the  comptroller  of  the 
currency  in  fixing  the  value  of  securities  of  national  banks,  and 
the  public  the  world  over,  act  on  this  information.  It  exacts  com- 
pensation for  the  service  of  listing  securities,  sells  the  quotations 
to  interstate  and  international  telegraph  companies  for  large  sums 
of  money,  and  scatters  them  broadcast  through  the  newspapers, 
over  the  telephone  and  telegraph,  but  always  under  its  control. 

lo  the  face  of  this  array  of  undisputed  facts,  this  stupendously 
powerful  national  and  international  agency  of  finance  contends 
that  it  would  not  be  a  reasonable  or  legitimate  exercise  of  the 
power   of  Congress  to  prevent  the  use  of  the  mails,  telephone, 
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and  telegraph  in  interstate  business  as  a  means  of  perpetuating 
frauds  upon  the  public.  Congress  not  only  has  the  unquestioned 
power — it  bas  become  an  imperative  duty.  It  is  a  necessity  of 
modem  finance  from  which  there  is  no  escape.  It  is  far  more 
important  than  the  power  [now  exercised  by  the  Post  Office 
Department  over  letters  and  prospectuses  that  are  circiUated 
through  the  mails,  under  which  there  have  of  recent  years  been 
so  many  wholesome  convictions  for  fraudulent  use  of  the  mails. 

Regulation  is  not  only  needed  as  a  preventive  of  fraud.  It 
will  accomplish  stii!  greater  results  as  a  consecutive  measure. 
Great  and  much  needed  reforms  in  the  organization  and  methods 
of  our  corporations  may  be  legitimately  worked  out  through  the 
power  wielded  by  the  Stock  Exchange  over  the  listing  of  securities. 
Much  of  the  confusion  and  many  of  the  defects  in  corporate 
regulation  due  to  the  diversity  of  state  laws  and  the  bidding  of 
the  states  against  one  another  in  laxity  of  administration  in  order 
to  attract  corporations  within  their  borders  may  be  corrected, 
and  uniformity  of  methods  introduced,  through  the  listing 
department  of  the  Exchange, 

Thus  complete  publicity  as  to  all  the  affairs  of  a  corporation 
may  be  uniformly  enforced.  It  may  and  should  require  as  a 
condition  of  listing  a  security  that  all  the  intermediate  profits  and 
commissions  of  bankers,  brokers,  and  middlemen  shall  be  fully 
disclosed,  thus  throwing  about  the  investor  the  protection  afforded 
by  the  Companies  Acts  of  Great  Britain  and  of  other  civilized 
countries.  Every  new  security  should  be  required  to  be  publicly 
issued  and  offered  to  the  public  through  the  publication  of  a 
prospectus,  so  as  to  eliminate  the  secret  profits  of  the  middleman 
as  far  as  possible.  It  is  the  only  way  to  create  confidence  in 
and  to  popularize  investmenta  in  corporate  securities. 

Detailed  annual  statements  should  be  exacted  from  all  corpora- 
tions whose  securities  are  listed,  disclosing  all  payments  made  or 
profits  or  emoluments  received,  directly  or  indirectly,  by  ofBcers, 
directors,  bankers  and  brokers  from  the  corporation,  so  that  every 
security  holder  may  know  whether  and  to  what  extent  his  company 
is  being  exploited. 

The  scandalous  practices  of  officers  and  directors  in  speculating 
upon  inside  and  advance  information  on  the  action  of  their  cor- 
porations may  be  curtailed,  if  not  stopped,  by  requiring  that  the 
officers  shall  make  full  disclosures  of  all  their  transactions  in 
buying  and  selling  securities  of  their  companies.     The  act  in- 
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eorporating  the  exchanges  should  provide  that  all  statements  re- 
quired to  be  made  by  corporations  shall  be  under  oath  and  that 
false  swearing  shall  constitute  perjury.  At  present  they  are 
extra- judiciaL 

In  short,  the  opportunities  of  the  Exchange  as  an  agency  of 
corporate  reform  are  almost  endless,  provided  its  own  practices 
can  be  performed  so  as  to  entitle  it  to  exercise  these  broad  powers. 
Instead  of  the  investment  business  of  the  coimtry  abandoning  the 
Exchange  as  is  now  and  has  been  to  an  extent  the  case  for  some 
time  past,  it  will  become  necessary  to  the  reputation  and  sale- 
ability  of  a  security  that  it  should  be  listed  by  reason  of  the 
protection  thereby  afforded  the  investor.  The  general  public, 
which  has  grown  to  look  upon  the  Exchange  with  distrust  because 
of  the  practices  that  have  been  tolerated  in  the  past,  will  be 
given  new  confidence  in  it  when  it  is  under  legal  supervision. 

The  argument  as  to  the  effect  of  this  legislation  in  enlarging 
the  usefulness  of  the  Exdiange  has  been  referred  to  as  an  ad- 
mission that  the  ultimate  purpose  is  to  secure  publicity  and  uni- 
formity in  corporate  transactions  and  general  corporate  reform 
throu^  the  use  of  the  Post  Office  Department.  It  is  nothing 
of  the  kind,  although  it  would  not  be  a  misfortune  if  it  should 
indirectly  lead  to  uniformity  in  requiring  publicity  of  the  affairs 
of  corporations  and  to  restricting  the  bidding  of  the  states  against 
one  another  in  laxity  of  administration.  If  it  incidentally  re- 
duces the  incentives  for  the  organization  of  "carpet-bag**  and 
**wild-cat"  corporations  it  will  hardly  be  objectionable  on  that 
ground  if  it  is  otherwise  a  legitimate  exercise  of  power. 

It  is  as  essential  to  require  that  the  public  market,  whose  quo- 
tations are  to  be  carried  by  the  mails,  shall  be  restricted  to  the 
listing  of  securities  that  conform  to  given  requirements  of  publicity 
of  their  affairs  as  it  is  that  the  quotations  of  those  securities 
shall  represent  only  actual  and  not  fictitious  or  manipulated 
transactions.  This  is  necessary  if  the  use  of  the  mails  to  facilitate 
fraud  is  to  be  prevented. 

There  is  no  ulterior  purpose  in  the  first  requirement,  even 
though  it  may  serve  another  useful  purpose.  The  intended  pro- 
tection of  the  public  cannot  be  secured  without  compliance  with 
both  requirements. 

If  there  has  been  any  argument  advanced  to  justify  our  permit- 
ting this  unincorporated  association  to  determine,  without  public 
supervision,  when  and  under  what  conditions  these  great  security 
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markets  shall  be  opened  and  closed,  it  has  not  been  brought  to  my 
attention.  The  action  thus  taken  is  of  the  most  distinctive  public 
concern.  It  directly  affects  the  fortunes  of  every  business  and 
financial  institution  ia  the  country.  Why  should  we  tolerate  its 
being  longer  subject  to  the  whims  or  the  judgment,  good  or  bad, 
of  a  few  interested  men  who  are  responsible  to  no  one  for  its  far- 
reaching  results? 

Incorporation  is  not,  however,  the  only  means  of  regulation.  It 
has  been  put  forward  as  the  moet  practicable  means  and  as  render- 
ing regulation  effective  with  the  least  possible  interference  with 
the  liberty  of  the  members  of  the  Exchange. 

The  suggestion  that  the  members  be  required  to  keep  separate 
books  containing  entries  of  transactions  on  the  Stock  Exchange 
and  that  these  books  be  subject  to  inspection  by  public  authority 
for  the  purpose  of  discovering  manipulation  and  other  violations  of 
law,  has  met  with  a  great  outcry  from  the  gentlemen  whose  trans- 
actions are  thus  sought  to  be  subjected  to  supervision.  They  en- 
tirely overlook  the  fact  that  there  are  innumerable  occupations, 
only  remotely  affecting  the  interests  of  the  public,  in  which  such 
inspection  is  provided  for  by  state  and  federal  authority.  Manipu- 
lation can  no  more  be  discovered  without  such  power  of  supei^ 
vision  than  could  the  practice  of  rebates  have  been  repressed  and 
punished  without  access  by  the  Interstate  Commerce  Commission 
to  the  books  of  the  railroads.  The  same  is  in  a  degree  true 
of  the  violations  of  the  Anti-Trust  Law.  Only  in  isolated  in- 
stances have  they  heretofore  been  discoverable,  but  with  the  aid  of 
the  Trade  Commission  Bill  it  will  be  possible  to  reach  the  secret 
agreements  and  arrangements  in  restraint  of  trade  that  have  thus 
far  eluded  detection. 

With  few  exceptions  the  members  of  the  Exchange  are  mere 
puppets  of  the  big  operators  and  financiers  with  inside  information 
in  the  practice  of  manipulation.  They  can  be  reached  only  through 
the  brokers'  books. 

It  was  established  before  the  Pujo  Committee  that  many  of 
these  accounts  are  kept  on  the  books  of  the  brokers  by  numbers  and 
that  the  names  of  the  principals  were  unknown  to  tliose  in  charge 
of  the  accounts.  In  that  way  the  identity  of  the  men  who  were 
"rigging  the  markets"  was  effectively  Iiidden,  One  of  the  6rst  acts 
of  the  regulating  body  would  be  to  put  an  end  to  such  practices 
and  to  require  that  the  books  of  the  brokers  should  state  the  facts, 
through  which  the  operations  of  their  principals  would  be 
discoverable. 
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Certain  objections  have  been  urged  against  the  regulation 
of  the  Exchange  by  public  authority,  which  should  now  be 
omsidered. 

Mr.  Van  Antwerp  has  been  the  chief  spokesman  in  voicing 
these  objections.  They  were  summarized  by  him  a  few  weeks 
ago  from  his  press  bureau  as  follows : 

1.  That  the  subject  of  incorporating  the  Exchange  was  consid- 
ered by  the  New  York  State  Senate  in  1918  and  there  overwhelm- 
ingly rejected.  The  fact  is  that  the  bill  that  was  then  presented 
was  opposed  by  me  before  the  Senate  Committee  as  a  mere 
subterfuge  and  as  intended  to  defeat  effective  regulation  by  apply- 
ing a  quack  remedy.  As  bearing  on  the  conclusiveness  of  this 
'^argument"  it  may  not  be  out  of  place  to  remark  here  paren- 
thetically that  the  body  which  defeated  the  bill  is  the  same 
Iqpslative  body  that,  by  an  overwhelming  vote,  acquitted  one 
of  its  members  (Senator  Stilwell)  of  the  charge  of  bribery  on 
identically  the  same  evidence  on  which  he  was  a  few  weeks  later 
convicted  in  a  criminal  court,  and  for  which  he  is  now  serving  a 
term  in  the  state  prison. 

S.  It  is  next  said  that  there  is  no  public  demand  for  this  re- 
form. In  evidence  of  that  fact  Mr.  Van  Antwerp  asserts  that  at  the 
hearing  before  the  United  States  Senate  Committee  on  the  pending 
Owen  Bill  for  the  enforced  incorporation  and  regulation  of  the 
Exchange:  "Thirty-six  witnesses  appeared  against  the  bill  and 
only  one  in  favor  of  it — the  latter  the  lawyer  who  drew  the  bill." 

The  reference  to  "the  lawyer  who  drew  the  bill''  is  intended 
for  me;  but  Mr.  Van  Antwerp  omits  to  state  that  it  was  prepared 
by  me  as  counsel  for  the  House  Committee  on  Banking  and  Cur- 
rency; that  it  was  revised  by  the  Committee;  that  it  was  recom- 
mended by  it;  and  that  the  same  bill  has  been  introduced  by 
Senator  Owen  in  the  Senate  and  by  Congressman  Henry,  the 
chairman  of  the  Committee  on  Rules  of  the  House  (who  is  not 
a  member  of  the  House  Committee  on  Banking  and  Currency) ; 
and  that  this  bill  is  now  pending  in  both  Houses. 

The  facts  are  further: 

(1)  That  there  were  in  all  eighteen  and  not  thirty-six  wit- 
nesses heard  before  the  Committee,  as  appears  from  the  official 
record  of  the  proceedings. 

(8)  That  none  of  them  were  under  oath  or  subject  to  cross- 
examination. 

(8)   That  three  of  the  eighteen  in  favor  of  the  bill,  and  that 
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of  the  fourteen  who  argued  against  the  bill  in  its  then  form  a 
number  of  them  directed  their  arguments  to  the  particular  phrase- 
ology of  certain  parts  of  the  bill  and  that  of  this  number  sivea. 
were  presidents,  ex-presidents,  governors  or  members  of  the  Stock 
Exchange,  whose  abuses  were  sought  to  be  corrected  by  the  bill; 
one  was  the  general  counsel  for  the  New  York  Stock  Exchange 
and  another  the  general  counsel  for  the  Consolidated  Stock  Ex- 
change. They  were  there  in  the  capacity  of  counsel  and  made 
oral  arguments  and  filed  briefs  and  are  by  reason  of  that  fact — 
and  that  alone — included  in  Mr.  Van  Antwerp's  "list  of  witnesseB." 
Two  were  the  president  and  counsel  for  the  Boston  Chamber  of 
Commerce,  both  of  whom  admitted  the  wisdom  and  necessity  for 
federal  regulation  and  presented  a  proposed  bill  embodying  their 
views  of  the  form  of  regulation  they  deemed  desirable.  One  was 
a  merchant  who  had  been  a  member  of  the  Hughes  Commission 
and  whose  testimony  was  directed  largely  to  explaining  and 
justifying  the  virtues  of  watered  stock;  and  the  three  othert 
were  financial  experts,  including  Professor  Emery. 

(4)  That  the  bill  which  is  described  by  Mr.  Van  Antwerp 
as  having  "only  one  in  favor  of  it^ — the  lawyer  who  drew  the 
bill" — is  the  identical  bill  that  was  favorably  reported  by  the 
Pujo  Committee  of  the  House  of  Representatives  in  February, 
1913,  after  a  long  investigation  in  which  many  witnesses  were 
examined  and  cross-examined  under  oath)  with  the  recommenda- 
tion of  ten  of  the  eleven  members  of  that  Committee,  including 
all  of  the  seven  Democratic  members  and  three  out  of  the  four 
Republicans. 

(6)  That  it  is  the  same  bill  that  has  received  the  unqualified 
approval  of  five  of  the  seven  Democratic  members  of  the  present 
Senate  Committee  on  Banking  and  Currency, 

Inasmuch  as  it  is  nobody's  particular  business  except  that  of 
the  general  public,  which  has  no  spokesman,  to  press  this  reform, 
whilst  it  M  the  particular  business  of  the  Stock  Exchange  and 
its  officers  and  specially  employed  counsel  to  defeat  every  attempt 
to  bring  the  Exchange  under  legal  regulation,  the  consensus  of 
independent  opinion  in  favor  of  regulation  as  represented  in  the 
committees  of  Congress  would  hardly  seem  to  justify  the 
implication  that  there  is  no  public  sentiment  in  favor  of  this 
reform. 

S.  The  most  surprising  and,  if  I  may  say  so,  the  most  mis- 
leading of  the   arguments   urged   against   regulation,   is   to   the. 
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effect  (1)  that  if  the  Exchange  were  now  incorporated  or  under 
federal  regulation  its  action  during  the  recent  crisis  arising  out 
of  the  war  in  prohibiting  its  members  from  trading  privately 
in  stocks  that  were  not  listed  on  the  Exchange,  and  with  which 
the  latter  has  no  more  concern  than  a  stranger  and  with  respect 
to  which  it  has  legitimately  no  more  power  to  control  its  members 
than  is  possessed  by  a  stranger,  would  have  been  rendered  im- 
possible; and  (2)  that  such  action  would  in  that  event  have  been 
preventable  through  injunctions  issued  by  the  courts  against  the 
exercise  of  its  unauthorized  restraint  upon  the  free  action  of  its 
members  in  matters  not  the  concern  of  the  Exchange. 

There  is  no  means  of  knowing  on  what  this  fanciful  assertion 
is  based.  It  has  no  legal  warrant  so  far  as  can  be  ascertained. 
The  fact  that  the  Exchange  has  been  able  to  enforce  this  un- 
authorized action  against  its  members  does,  however,  shed  a  flood 
of  light  upon  the  extent  of  the  unlawful  domination  of  the  Ex- 
diange  and  the  despotism  that  it  is  able  to  wield  over  its  members 
with  respect  to  their  dealings  in  securities  that  are  not  listed 
or  dealt  in  on  the  Exchange  and  with  which  the  latter  has  no 
eoncem. 

I  do  not  criticise  the  general  acquiescence  by  the  members  in  the 
action  it  has  taken,  however  arbitrary  it  may  have  been.  It  was 
an  act  of  self-preservation  and  would  probably  have  been  agreed 
to  for  that  reason  whether  the  Exchange  was  or  was  not  sub- 
ject to  regulation  by  the  authorities.  But  there  is  no  reason 
why  that  act  or  any  other  act  of  a  body  of  this  character,  ex- 
ercising public  functions,  should  not  be  subject  to  the  scrutiny 
of  the  courts  if  any  member  felt  that  his  legal  rights  had  been 
invaded,  without  subjecting  him  to  arbitrary  expulsion  for  daring 
to  invoke  the  law  of  the  land.  The  suggestion  that  this,  the 
most  important  link  in  our  financial  structure,  should  be  set  apart 
and  permitted  to  be  a  law  unto  itself,  lest  the  courts  might  other- 
wise interfere  to  review  its  action  and  redress  grievances,  is 
inadmissible  in  any  commimity  that  professes  to  be  governed  by 
law. 

The  Grovemors  of  the  Stock  Exchange  are  obsessed  with  the 
lawless  notion  that  the  great  peril  against  which  they  must  jeal- 
ously guard  their  institutions  is  the  possibility  of  reserving  to  a 
member  the  right  of  appeal  to  the  courts  from  their  judgments— 
however  unrighteous  and  despotic  they  may  be.  Unfortunately 
the  decisions  of  the  courts,  based  upon  their  present  peculiarly 
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irresponsible  form  of  organizatioD,  have  encouraged  them  to  believe 
that  they  are  a  law  unto  themselves.  It  is  largely  because  of 
this  current  of  judicial  authority  that  the  law  requires  change. 

The  Exchange  dreads  regulation  because,  as  it  naively  admits, 
regulation  would  interfere  with  that  despotism  which  they  call 
their  "disciplinary"  powers  that  are  not  subject  to  review,  as 
they  should  be.  Why  should  not  a  member  have  the  right  to  a 
determination  by  a  court  of  whether  his  engaging  in  a  private 
transaction  for  the  purchase  or  sale  of  stock  not  listed  on  the 
Exchange  and  with  which  the  latter  has  nothing  to  do,  eith« 
for  his  own  account  of  for  others,  is  within  his  rights  as  a  citizen, 
without  being  summarily  expelled  for  his  temerity  in  daring  to 
appeal  to  a  court  of  justice? 

I  am  not  discussing  the  wisdom  of  this  particular  regulatitm 
under  the  exceptional  circumstances  under  which  it  was  put  into 
effect,  nor  do  I  believe  that  it  would  have  been  questioned,  what- 
ever may  have  been  the  right  of  members  to  secure  a  judicial 
review.  A  rule  that  might  be  wise  and  justifiable  under  certain 
conditions  may  be  intolerable  under  others.  If  it  is  right  we 
cannot  assume  that  the  courts  will  overturn  it;  if  it  is  wrong  the 
power  should  be  lodged  somewhere  to  correct  it. 

I  am  objecting  to  the  principle  involved  in  the  arbitrary  con- 
tention that  the  Exchange  must  be  permitted  to  remain  unregu- 
lated so  that  its  acts,  however  ill-considered  or  oppressive,  shall 
not  in  any  event  be  subject  to  judicial  review.  It  is  a  plea  tor 
mob  law.     No  more  insidious  form  of  anarchy  was  ever  preached^ 

We  are  finally  told  that  as  the  result  of  the  foolish,  mucb* 
raking  agitation  for  regulation  which  the  Exchange  has  never  tired 
of  denouncing,  there  was  enacted  in  1913  a  law  against  manipula- 
tion and  that  anyway  none  has  been  practiced  during  the  past  few 
weeks  of  stagnant  business  since  the  Exchange  reopened.  Granted, 
though  I  doubt  it.  In  the  absence  of  regulation  there  is  no  way  of 
proving  or  disproving  this  statement,  and  as  before  stated  the  law 
is  a  humbug  and  it  would  in  the  absence  of  regulation  be  a  dead, 
letter  in  any  event. 

The  Exchange  has  openly  and  heatedly  defended  the  practice 
so  long  and  so  recently  that  it  does  not  seem  reasonable  that  it 
would  now  go  out  of  its  way  to  end  it,  especially  as  it  has  been  an 
important  source  of  profit  to  so  many  of  its  members,  who  do  not 
yet  consider  it  morally  wrong. 

If  this  argument  is  sound,  we  should  repeal  all  supervisory  anOj 
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Tisitorial  powers  over  our  banks,  trust  companies,  railroads,  life 
iiuBurance  companies,  packing  houses,  factories,  and  other  busi- 
nesses having  a  quasi-public  relation,  for  have  we  not  stringent 
]>enal  laws  against  their  unlawful  doings  and  those  of  their  officers? 

Officers  of  corporations  may  then  with  impunity  steal  from  their 
banks,  packing-houses  may  be  in  a  state  of  filth  breeding  disease, 
all  health  regulations  and  safety  appliances  in  factories  may  be 
disregarded  and  every  penal  law  affecting  their  safety  defeated, 
since  there  would  be  no  way  of  ascertaining  the  extent  of  the 
violations. 

The  superintendents  of  banks  and  insurance  may  now  overhaul 
all  the  accounts  and  transactions  of  the  institutions  under  their 
charge  and  may  examine  the  officers  and  directors  of  the  corpora- 
tions under  oath  as  to  all  matters  pertaining  to  the  corporation 
and  thus  discover  violations  of  law.  The  Exchange  indignantly 
persists  that  to  subject  its  monbers  to  like  visitation  involves  an 
imputation  upon  their  honor  and  they  resent  it  with  as  much  heat 
as  if  there  were  no  precedent  and  no  necessity  for  action. 

In  the  absence  of  these  powers  of  visitation  and  regulation  over 
banks,  life  insurance  companies  and  other  businesses,  we  would  be  in 
the  same  predicament  a$  to  them  that  the  Exchange  claims  we  now 
are  with  respect  to  it — we  might  have  ample  repressive  and  punitive 
laws  to  reach  illicit  practices,  when  discovered,  but  no  means  of  dis- 
covering them,  and  so  we  may  as  well  have  no  laws  whatever. 

Lastly,  it  is  said  that  incorporation  or  regulation  of  the  Ex- 
change would  necessarily  involve  the  right  of  the  court  to  review 
the  discipline  of  the  members,  which  must  at  all  costs  be  prevented, 
since  it  would  mean  the  granting  of  injunctions  to  stay  the  action 
of  the  Exchange  pending  review  and  this  would  be  destructive  of 
effective  control  over  the  members.  Summary  action  is  claimed 
to  be  necessary  to  enforce  discipline. 

It  by  no  means  follows  that  regulation  would  involve  undue 
interference  with  the  discipline  of  the  members.  That  would  rest 
in  the  judgment  of  the  public  body  having  the  regulation  in 
charge.  All  would  depend  on  the  form  of  the  legislation.  The 
Exchange  has  no  right  to  assume  that  anything  would  be  done 
to  interfere  with  its  efficiency.  This  is  believed  to  be  a  pretext.  Its 
real  fears  are :  ( 1 )  that  the  limitation  upon  its  membership,  its  rig- 
idly enforced  rule  requiring  the  charging  of  uniform  commissions,  its 
at  present  unreviewable  discipline  of  members  for  action  involving 
no  moral  delinquency,  its  unwarranted  control  over  public  quotations 
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of  securitiesy  and  its  despotic  rule  over  the  smaller  Exchanges  would 
be  ended;  and  (2)  that  its  transactions,  involving  the  manipulation 
of  prices,  would  come  under  the  ban  of  the  law  and  be  discoverable 
and  punishable.  In  this  it  is  entirely  right.  That  and  the 
control  over  the  opening  and  closing  of  the  Exchange,  and  the 
conditions  imder  which  securities  shall  be  listed  and  quotations 
spread  over  the  world,  are  among  the  principal  grounds  for 
demanding  regulation. 

The  Exchange  rightly  scents  the  danger  to  its  illicit  transactions 
and  lawless  arrogation  of  power  from  regulation,  hence  the  des- 
perate struggle  it  is  waging  against  the  inevitable. 

I  believe  it  fails,  however,  to  appreciate  the  broader  aspects  of 
this  important  public  question  and  the  eventual  gain  to  it  in 
increased  stability  and  revived  public  confidence. 

In  this  connection  I  take  the  liberty  of  repeating  the  statement 
made  by  me  before  the  United  States  Senate  Committee: 

I  am  convinced  that  the  time  will  come^  and  before  long^  after 
regalation  has  been  enforced^  when  those  who  are  now  bitterly  assail- 
ing the  champions  of  this  legislation  in  the  vain  hope  of  thereby 
diverting  the  issue  will  find  that  it  has  marked  the  dawn  of  a  new 
era  of  usefulness  and  prosperity  for  them^  and  that  the  Exchange 
will  feel  grateful  to  those  who  have  pointed  the  way. 


SPECULATION  ON  THE  STOCK  EXCHANGES  AND 
PUBLIC  REGULATION  OF  THE  EXCHANGES 

By  Henby  C.  Eme&y 
Yale  University 

The  old  Farmer's  Almanac  used  to  carry  at  stated  intervals 
the  legend,  ** About  this  time  expect  rain.'*  In  the  same  way 
our  almanac  of  industrial  legislation  might  carry  at  stated  in- 
tervals the  legend,  ''About  this  time  expect  legislation  in  control 
of  speculation."  Demands  for  such  legislation  seem  to  come  at 
intervals  without  any  particular  regularity  and,  so  far  as  I  can 
see,  with  no  more  particular  reason  at  the  special  time  than  the 
reasons  for  the  predictions  in  the  Farmer's  Almanac* 

I  am  particularly  interested  in  considering  this  question  at 
the  present  time  since  the  first  article  I  ever  wrote  on  an  eccmomic 
subject  appeared  in  the  Political  Science  Quarterly  exactly  twenty 
years  ago  and  dealt  with  the  subject  of  legislation  against  futures 
in  the  grain  market,  a  subject  which  at  that  time  was  being  very 
actively  discussed  in  Congress.  This  is  not  to  indicate  that  I  have 
anything  as  interesting  or  romantic  to  relate  in  this  brief  paper  as 
would  be  indicated  by  the  title  of  Dumas'  famous  novel,  Twenty 
Years  After,  It  may  be  of  interest,  however,  to  this  Association 
to  know  that  after  twenty  years  I  still  take  much  the  same  position 
which  I  took  at  that  time.  By  many  I  am  doubtless  considered  for 
this  reason  either  a  hopeless  "stand-patter"  or  a  mere  professional 
defender  of  the  speculative  exchanges.  As  we  grow  older,  however, 
I  think  we  realize  that  the  desire  promptly  to  alter  by  legislation 
every  economic  institution  which  does  not  seem  ideally  perfect  is 
largely  characteristic  of  young  men  on  the  one  hand  and  of  pro- 
fessional legislators  on  the  other. 

During  this  period  of  twenty  years  certain  very  important 
experiments  have  been  made  in  the  way  of  regulation  in  some  other 
countries,  notably  in  Germany.  As  is  well  known,  a  most  elab- 
orate investigation  was  made  into  the  subject  of  both  stock  and 
produce  speculation  by  the  commission  which  reported  in  1896 
and  an  act  was  passed  which  went  into  effect  at  the  beginning 
of  1897.  Ten  years  afterwards  this  legislation,  so  far  as  the 
Stock  Exchange  is  concerned,  was  repealed  and  in  the  report 
on  the  act  of  repeal  it  was  clearly  stated  by  the  government 
that  the  experience  of  ten  years  had  shown  that  this  well-meant 
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legislation  had  had  ex&ctly  the  contrary  results  of  what  had 
been  intended. 

There  have  also,  I  think,  been  some  decided  changes  in  this 
country.  There  have  been  some  heated  investigations  by  Con- 
gressional committees,  there  has  been  agitation  at  Albany,  and 
there  has  been  the  well-known  investigation  of  a  much  more  un- 
impassioned  nature  by  the  Hughes  Commission,  of  which  our 
distinguished  fellow  member,  Horace  White,  was  chairman.  The 
striking  thing,  to  my  mind,  about  this  last  investigation  was  that 
the  commission  had  the  courage  of  its  convictions  to  face  public 
criticism  by  not  recommending  any  radical  legislation  on  the  part 
of  the  state.  In  connection  with  all  this — whether  as  a  result 
of  it  or  in  spite  of  it — there  has  been  also,  I  think,  a  change  of 
feeling  on  the  part  of  responsible  members  of  the  Stock  Exchange. 

As  a  very  young  man  I  used  to  enjoy  fulminating  against 
the  Stock  Exchange  at  tlie  same  time  that  I  defended  it,  I 
used  to  enjoy  asserting,  with  all  the  air  of  one  in  authority,  who 
could  carry  out  his  threats,  that  if  the  Stock  Exchange  did  not 
take  thought  of  itself  and  did  not  do  some  housecleaning  on  its 
own  account  it  must  expect  radical  and  harmful  regulation  on 
the  part  of  public  authorities,  I  believe  that  there  has  really 
been  a  marked  change  in  tliis  direction ;  partly  in  the  way  of  actual 
new  rules  adopted,  but  even  more  in  a  new  temper  on  the  part 
of  the  governing  authorities  towards  certain  practices  formerly 
tolerated.  It  will  be  said  by  many  that  this  is  simply  the  result 
of  the  authorities  of  the  Stock  Exchange  having  been  well  scared 
by  proposed  legislation.  This  may  be  so,  I  am  inclined  to  give 
them  credit,  however,  for  the  natural  growth  of  a  new  spirit 
in  the  way  of  recognizing  tliat  if  the  Stock  Exchange  does 
perform  a  public  function  its  affairs  can  no  longer  be  looked 
upon  as  concerning  nobody  but  themselves,  nor  an  investigation 
into  its  methods  as  in  any  way  an  impertinence.  I  think  I  speak 
with  knowledge  of  the  men  and  the  situation  when  I  say  that 
their  later  efforts  are  not  merely  the  efforts  of  criminals,  con- 
scious of  their  own  guilt,  to  defend  themselves,  but  that  they 
are  genuine  efforts  on  the  part  of  the  enlightened  and  controlling 
clement  of  the  Stock  Exchange  to  justify  themselves  as  an 
economic  institution ;  to  really  understand  their  own  functions 
better;  and  even  if  necessary  to  reform  themselves  in  the  light  of 
this  better  understanding. 

If  in  saying  this  I  appear  as  advocatu^  diaboU,  I  at  least  ask 
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that  no  one  will  merely  assume  this  without  an  actual  investiga- 
tion of  the  facts  to  which  I  have  referred;  and,  furthermore, 
that  he  will  not  do  so  without  divesting  his  mind  of  certain  fallacies 
regarding  the  Stock  Exchange  which  are  prevalent,  not  only  in 
many  of  the  eflForts  to  regulate  stock  speculation  by  law,  but  also 
among  the  writings  of  professional  economists. 

Many  of  the  old  fallacies  with  which  I  tried  to  deal  twenty 
years  ago  still  prevail  in  the  public  mind, — fallacies  regarding 
the  way  in  which  prices  are  formed,  the  real  nature  of  supply 
and  demand,  and  the  extent  to  which  the  supply  and  demand 
are  faithfully  reflected  in  the  open  markets  of  our  organized 
exchanges.  But  there  is  no  time  to  refer  to  these,  even  if  it  were 
necessary.  For  this  particular  occasion  it  is  more  important 
to  consider  certain  other  fallacies  which  have  appeared  very 
prominently  in  recent  years.  The  one  I  have  particularly  in 
mind  is  a  very  general  fallacy  as  to  what  an  exchange  really  is. 
This  fallacy  is  to  be  found  everywhere  throughout  the  recent 
hearings  before  the  Senate  Committee  on  Banking  and  Currency 
and  also  in  such  a  work  as  the  recent  monograph  published  in 
the  Columbia  Studies  by  Mr.  A.  A.  Osborne.  May  I  be  pardoned 
again  for  making  a  personal  reference  in  this  case?  Frankly, 
I  shall  refer  more  frequently  to  Mr.  Osborne's  monograph  than 
its  intrinsic  value  really  warrants.  It  happens,  however,  that 
this  is  his  thesis  for  the  doctor's  degree;  that  it  appears  in  the 
same  series  in  which  my  own  doctor's  dissertation  appeared;  that 
it  appears  just  twenty  years  after;  and  that  it  comes  to  the  con- 
clusion that  the  theories  which  I  ventured  to  put  out  at  the 
earlier  date,  on  the  basis  of  a  general  study,  have  been  disproved 
by  a  more  intensive  study  of  the  facts.  Perhaps  I  am  a  little 
hypersensitive,  but  I  feared  the  casual  reader  might  assume,  be- 
cause of  these  new  conclusions  being  presented  in  the  same  series, 
that  either  Columbia  University  had  taken  a  radically  new  at- 
titude or  economists  in  general  had  changed  their  position.  I 
should  not  like  any  such  idea  to  be  accepted  without  vigorous 
protest  on  my  part.  It  is  not  necessary  here  to  consider  whether 
or  not  a  study  of  only  thirty-one  months  of  speculative  activity 
was  an  adequate  basis  for  the  conclusions  of  this  monograph. 
What  is  more  important  is  that  the  work  in  question  seems  to  me 
to  reflect  on  almost  every  page  exactly  the  same  fundamental 
fallacy  which  has  frequently  made  it  so  hard  for  legislators  to 
understand  what  the  problem  really  is. 
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This  fallacy  conaists  in  confusing  the  great  body  of  men  and 
women  who  buy  and  sell  securities,  whether  for  investment  or  for 
speculative  purposes,  with  the  members  of  the  organi2ed  Stock 
Exchange  of  New  York.  Sometimes,  indeed,  it  would  seem  aa 
if  the  public  had  confused  this  vast  body  of  citizens  in  general,  in- 
cluding both  the  conservative  little  investor  and  tlie  great  plunger, 
with  so  small  a  body  as  the  governing  board  of  the  New  York 
Stock  Exchange.  It  is,  of  course,  easy  to  use  somewhat  care- 
lessly phrases  such  as  "the  function  of  the  Stock  Exchange"  when 
what  is  really  meant  is  "the  function  of  speculation."  I  probably 
have  been  guilty  of  such  careless  usage  myself.  You  can  see, 
nevertheless,  how  dangerous  such  usage  is.  When  the  economist 
says  that  "the  function  of  speculation  is  to  direct  the  course  of 
investment"  he  does  not  mean  to  say  "it  is  the  function  of  the 
Board  of  Governors  of  the  New  York  Stock  Exchange  to  direct 
the  course  of  investment."  The  two  are  fundamentally  dif- 
ferent, and  yet  they  are  constantly  being  confused  in  the  public 
mind.  When,  without  careful  analysis,  we  refer  easily  to  the 
function  of  the  Stock  Exchange,  what  we  really  mean  is  not  the 
function  of  that  body  as  an  organized  group  of  individuals  with 
certain  officials,  but  the  function  of  the  New  York  Stock  Ex- 
change as  an  open  market  where  buying  and  selling  is  carried 
on  at  the  orders  of  a  great  outside  public.  Not  to  recognize  this 
difference  distinctly  is  as  fatal  to  clear  understanding  as  it  would 
be  to  confuse  a  general  statement  regarding  "the  function  of 
commerce"  with  a  statement  regarding  "the  purpose  or  duties 
of  the  Chamber  of  Commerce  of  the  United  States." 

For  instance,  Mr.  Osborne  says  (on  page  18)  that  the  two 
functions  most  generally  ascribed  by  economists  to  a  large  stock 
exchange  and  preeminently  to  that  of  New  York  are:  (I)  direct- 
ing the  flow  of  capital  into  investments;  (2)  "discounting"  future 
events.  His  monograph  is  a  study  of  the  question  as  to  whether 
or  not  the  New  York  Stock  Exchange  as  an  organization  has 
done  this  and  he  comes  to  the  conclusion  that  it  has  not.  But 
why  should  it  do  soi*  What  he  has  given  as  the  supposed  defense 
of  the  New  York  Stock  Exchange  is  in  reality  the  defense  which 
economists  have  given  of  speculation, — that  is,  of  an  unrestrained 
body  of  speculators,  who,  it  is  true,  deal  largely  through  the  New 
York  Stock  Exchange,  but  have  nothing  whatsoever  to  do  with  its 
membership  or  its  organization. 

It  ought  not  to  be  necessary  to  de6oe  again  in  this  place  what 
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We  mean  by  speculation.  If  so,  it  would  be  necessary  also  to 
define  what  we  mean  by  "trade"  and  "commerce."  It  will  be 
agreed,  I  suppose,  that  trade  and  commerce,  the  functions  of 
which  have  been  discussed  by  economists  for  many  years,  do  not 
perfoTTii  these  functions  with  perfection  or  complete  satisfac- 
tion. Primarily,  the  merchant  engaged  in  "trade"  is  he  who  buys 
in  one  market  and  sells  in  another,  whether  the  two  markets  be 
close  together  or  far  remote  geographically.  The  speculator, 
on  the  other  hand,  is  he  who  differentiates  himself  from  the  trader 
and  contents  himself  with  buying  and  selling  in  the  same  market 
with  an  effort  to  make  money  out  of  the  fluctuations  in  price 
in  that  single  market. 

The  true  way,  then,  of  expressing  the  argument  is  that  specu- 
lation per  te  can  be  justified  because  of  certain  effects.  By  specu- 
lation per  te  I  mean  to  mark  exactly  this  differentiation  be- 
tween the  speculator  and  the  trader.  The  effects  of  such  general 
speculation  as  generally  accepted  are  already  cited  from  Mr. 
Osbom's  monograph;  first,  directing  the  flow  of  capital  into  in- 
Testments;  second,  discounting  future  events.  These  two  coming 
to  much  the  same  thing,  I  should  still  add  a  third,  namely,  the  fact 
that  a  free  speculative  market  provides  a  class  always  ready  to 
assume  the  continuous  risks  of  changes  in  value.  In  a  certain 
passage  (p.  171)  Mr.  Osborne  seems  to  discard  this  idea, 
apparently  quoting  from  something  I  have  said.  None  the 
less  I  am  convinced  that  from  the  investor's  point  of  view  the 
chances  of  getting  rid  of  a  security  at  some  definite  price,  fixed 
by  the  speculative  market,  is  of  the  utmost  importance.  I  shall 
refer  to  this  again  later  in  connection  with  the  closing  of  the 
Stock  Exchange  in  the  last  few  months. 

You  will  see,  then,  that  what  I  am  trying  to  say  is  that  it  is 
essential  to  distinguish  between  our  defense  of  speculation  in 
general  and  our  defense  of  any  particular  institution  such  as  the 
New  York  Stock  Exchange.  The  Exchange  is  to  be  defended 
solely  as  a  convenience  for  making  moat  effective  the  operation 
of  that  general  speculation  to  which  I  refer.  Of  course,  if  one 
takes  the  attitude  that  all  speculation  is  bad,  and  can  be  stopped 
and  ought  to  be  stopped,  then  it  is  easy  to  say,  not  so  much 
that  the  Exchange  should  be  regulated,  but  that  it  should  be 
abolished.  It  certainly  ought  to  he  clear  to  everybody  at  the  pres- 
ent time  that  stock  exchanges  arise  as  a  result  of  speculati 
the  necessity  among  brokers  of  regulating  their  mutual  relations 
and  their  relations  to  their  clients,  rather  than  that  speculati< 
uises  as  a  result  of  stock  exchanges.     The  problem  of  "stock- 
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jobbing"  aroused  attention  long  before  there  were  any  such  things 
as  stock  exchanges.  One  of  the  earliest  works  of  interest  on  this 
subject  was  published  in  1719,  called  The  Anatomy  of  Ex- 
change AUey.  Exchange  Alley  was  simply  a  street  where  dealers 
in  securities  met,  and  somebody  thought  it  worth  while  to  analyze 
its  "anatomy"  before  dealing  in  securities  of  this  nature  had 
become  so  important  that  a  stock  exchange  was  formed.  I  refer 
to  this  simply  to  emphasize  the  fact  that  it  is  necessary  to  dis- 
tinguish between  a  judgment  of  speculation  in  genera!  and  a 
judgment  of  any  exchange,  whether  the  New  York  Stock  Exchange 
or  any  other.  We  all  know  that  besides  the  Stock  Exchange  we 
have  the  "Curb  Market."  Daring  the  closing  of  the  Stock  Ex- 
change and  the  Curb  Market  we  have  had  what  is  known  as 
the  "gutter  market."  It  is  quite  easy  to  exaggerate  the  im- 
portance of  any  of  these  side  issues  in  the  way  of  speculative 
markets,  but  the  fact  that  these  arise  so  readily  proves,  at  least, 
that  our  problem  regarding  stock  exchange  regulation  is  not  the 
problem  of  whether  or  not  speculation  is  desirable.  Speculation 
exists  and  will  continue  to  exist.  The  problem  is  whether  the 
Stock  Exchange  as  at  present  organized  is,  on  the  whole,  the 
most  convenient  method  of  meeting  this  necessity  of  trade. 

The  trouble  is,  people  who  do  not  understand  about  it  ex- 
aggerate so  much  the  importance  of  the  Stock  Exchange, — or 
at  least  of  its  members.  After  all,  they  are  only  a  body  of 
brokers.  Some  of  them,  of  course,  do  speculate  on  the  side, 
but  primarily  they  exist  as  a  body  of  agents  for  the  general 
public  who,  riglit  or  wrong,  like  to  speculate  in  securities.  They 
are  really  much  more  harmless  men  than  many  of  their  antag- 
onists suppose;  not  because  they  desire  so  much  to  be  harmless 
as  because  they  are  plain,  ordinary  agents,  carrying  out  orders 
given  to  them  by  others.  Very  likely  they  would  enjoy  doing 
the  terrible  things  which  they  are  supposed  to  do  and  which 
they  are  charged  with  doing  by  Mr.  Untermyer  and  others.  It 
would  certainly  be  a  pleasure — oven  if  an  immoral  pleasure — 
to  be  quite  as  devilishly  astute  and  conscienceless  as  they  are  sup- 
posed to  be.  As  a  matter  of  fact,  they  cannot  do  these  things 
if  they  want  to.  In  fact,  they  might  well  say  to  us  in  the  words 
of  Kipling, 

We  aren't  no  thin  red  'eroes,   nor  we  aren't  no  blackguards  too, 
But  single  men  in  barricks,  most  remarkalite  like  yon; 
'An  i(  sometimes  our  conduek  isn't  all  your  fancy  paints, 
Why,  single  men  in  barricks  don't  grow  into  plaster  saints. 
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After  all,  is  not  the  main  question  whether  or  not  we  believe 
in  a  free  market  for  securities?  And  if  this  is  the  real  question, — 
that  is,  if  we  believe  in  general  in  a  speculative  class  and  the 
advantages  of  such  a  class, — does  it  not  follow  that  the  only 
question  is  whether  or  not  the  New  York  Stock  Exchange  by  its 
organization  provides  the  best  kind  of  free  market?  Whether 
its  rules  are  such  that  they  give  you  and  me  and  thousands  of 
others  the  freest  right  to  buy  and  sell  according  to  our  estimates 
of  values  and  furnish  the  best  facilities  for  the  settling  of  con- 
tracts? To  quote  Mr.  Osborne  again,  he  says,  for  instance  (on 
page  170),  speaking  of  the  New  York  Stock  Exchange  in  con- 
nection with  the  problem  of  how  far  it  has  proved  an  effective 
agency  in  the  direction  of  the  flow  of  capital,  ^^Certainly  in  the 
period  studied  its  efficient  performance  of  this  fimction,  we  con- 
cluded, was  not  in  evidence  at  all,  except  in  so  far  as  it  provided 
a  broad  market  wherein  any  investor  might  buy  or  sell  on  his 
own   initiative." 

My  only  reply  to  this  statement  is  to  ask.  What  else  in  all 
reason  can  a  stock  exchange  be  expected  to  do?  Especially  is 
such  a  reply  warranted  in  view  of  the  fact  that  somewhere  else 
the  same  author  suggests  in  a  complaining  tone  that  the  New 
York  Stock  Exchange  has  been  satisfied  merely  to  uphold  the 
highest  standard  of  honor  among  its  members. 

Now,  it  is  quite  fair  to  argue  that  speculation  does  more  harm 
than  good.  Consequently,  it  is  fair  to  argue  that,  since  an 
organized  exchange  gives  an  orderly  form  to  speculation  and, 
furthermore,  facilitates  the  making  of  speculative  contracts,  there- 
fore a  fortiori  the  exchange  is  something  to  be  suppressed.  It  is 
also  a  perfectly  fair  argument,  as  made  by  the  socialists,  that  com- 
petitive commerce  in  general  does  more  harm  than  good.  It  has 
also  been  held  by  thinkers  of  the  socialistic  school  that  banks 
in  general  and  our  whole  credit  system  do  more  harm  than  good. 
If  one  wishes  to  adopt  a  proposition  of  this  kind,  one  does  so  on 
quite  intelligible  grounds.  Only,  if  we  assume  for  the  moment 
that  "competitive  commerce"  is  on  the  whole  a  good  thing  for 
society,  we  do  not  make  the  mistake  of  attributing  its  incidental 
evils  to  existing  "chambers  of  commerce.** 

So  far  I  have  simply  been  trying  to  point  out  what  seems 
a  very  simple  proposition;  namely,  that  we  must  not  confuse  the 
general  body  of  speculators  in  the  country  with  a  particular 
organization  of  brokers,  who  act  simply  as  their  agents.     If  we 
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believe  that  there  should  be  no  speculation, — that  is,  no  buying 
and  selling  according  to  possible  changes  in  value, — then  we 
should  strike  at  the  actual  source  of  the  evil,  provided  it  can  be 
reached  at  all.  At  least  let  us  not  confuse  a  mere  agency  with 
the  principal  parties  concerned. 

From  thia  fallacy  follow  two  others.  First,  a  fallacy  which 
has  appeared  continuously  in  the  hearmgs  before  Congressional 
conunittees;  namely,  that  because  certain  people  protest  against 
particular  government  regulations  which  have  been  suggested, 
they  consequently  claim  that  the  Stock  Exchange  is  "above  all 
law,*'  This  was  the  kind  of  question  that  was  continuously  put 
to  me,  for  instance,  in  Washington  before  the  Senate  Conunittee 
to  which  I  have  referred.  Whenever  I  suggested  that  I  believed 
that  the  provisions  of  the  specific  bill  would  do  more  harm  than 
good,  promptly  some  senator  said,  "Do  you  think  these  brokers 
are  so  perfect  that  they  should  be  exempted  from  the  ordinary 
laws  of  the  country?"  Or  else  such  a  question  as  this:  "If  we 
can  regulate  railroads,  banks,  and  corporations,  do  you  mean  to 
say  that  there  is  something  so  sacred  about  the  Stock  Exchange 
that  we  cannot  also  regulate  its  affairs?"  Obviously  all  such 
questions  as  these  were  beyond  the  mark.  Just  how  far,  as  a 
matter  of  fact.  Congress  can  constitutionally  regulate  the  affairs 
of  the  Stock  Exchange  as  easily  as  the  affairs  of  railroads  is  a 
matter  for  the  constitutional  lawyer.  The  proposed  bill  itself 
showed  the  difSculties  which  the  committee  felt  in  that  they  could 
only  reach  the  Stock  Exchange  through  the  right  of  the  federal 
government  to  control  the  mails  and,  therefore,  they  proposed 
to  put  the  stock  exchanges  of  the  country  under  the  control  of 
the  Postmaster  General.  But  questions  of  this  kind  are  not  of 
importance  for  us.  Whether  Congress  has  the  constitutional 
right  or  not,  there  can  be  no  question  that  the  State  of  New 
York  has  the  right  to  pass  such  laws  as  it  sees  fit  regarding 
stock  exchanges  within  its  own  boundaries.  But  here  is  the  very 
point. 

New  York  already  has  a  great  many  laws,  all  of  which  apply 
to  the  members  of  the  New  York  Stock  Exchange  as  well  aa 
anybody  else.  There  is  no  question  of  the  exchanges  or  their 
members  being  outside  the  laws.  They  are  as  much  subject  to 
the  laws  of  the  state  as  any  other  set  of  men.  An  early  writer 
warned  the  "stock-jobbers"  of  London  that  "the  King's  writ  niOB 
in  Capel  Court  as  well  as  elsewhere."    Of  course  the  King's  writ 
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ran  in  Capel  Court.  It  always  has  and  always  will.  And  a 
New  York  writ  runs  in  the  supposedly  sacred  precincts  of  tht 
Stock  Exchange  as  effectively  as  elsewhere*  Not  only  are  there 
important  statutes  against  fraud,  against  obtaining  money  under 
false  pretenses,  against  conspiracies  of  one  kind  and  another, 
tmt  there  are  also  a  number  of  specific  statutes  regarding  comers, 
^hnanipulation,"  and  the  like,  aimed  directly  at  the  speculative 
market.  Every  member  of  the  Stock  Exchange  is  just  as  much 
subject  to  these  statutes  as  is  his  client,  whether  the  client  be 
a  small  investor  in  a  country  town  or  a  dominating  financier  around 
the  comer. 

A  second  fallacy  which  connects  itself  with  the  one  which  seems 
to  me  most  important,  is  the  faUacy  that  it  is  the  duty  of  the 
Exchange  to  guide  investors.  Mr.  Osborne's  monograph,  for  in- 
stance, seems  to  be  full  of  this  idea.  The  same  is  true  regarding 
most  of  the  views  expressed  in  Congressional  hearings  at  Wash- 
ington. Mr.  Osborne  says  (p.  14) :  ^^It  has  never  been  shown 
either  a  priori  or  inductively  that  organized  speculation  in  itself 
is  the  faculty  of  guiding  investment.  Unless  the  customs  and 
formal  rules  of  a  particular  stock  exchange  are  established  with 
this  definite  aim  in  view,  it  has  never  appeared  that  speculators 
will  find  it  to  their  individual  interest  to  direct  or  to  guide  in- 
vestment.** But  where  was  there  ever  a  so-called  "defender  of  the 
stock  exchange*'  who  pretended  for  a  moment  that  either  the 
speculators  or  the  brokers  found  it  to  their  individual  interests 
to  carry  out  a  function  attributed  to  them  by  the  economist? 
The  very  point  of  the  whole  argument  has  been  that  men  who 
are  simply  following  their  own  selfish  interests  with  the  idea  of 
getting  the  most  they  can  out  of  fluctuations  in  the  market 
of  necessity  perform  a  certain  service  to  the  public,  in  the  way 
of  indicating  values  which  it  was  well  for  the  public  to  know. 
Mr.  Osborne  returns  to  this  theme  again  and  again.  He  insists 
that  the  New  York  Stock  Exchange  has  not  really  assisted  in 
directing  the  "flow  of  capital  into  investment"  because  they  took 
no  interest  in  this  and  were  always  so  inert  regarding  investment 
orders.  I  know  of  no  economist  of  standing  who  ever  ventured 
to  hold  that  either  individual  brokers  on  the  Exchange  or  the 
governing  board  of  the  Exchange  should  attempt  consciously  to 
direct  investment  in  any  such  way. 

These  conceptions  all  seem  to  me  to  be  based  upon  fallacies. 
Once  more  to  quote  Mr.  Osborne.     He  says   (p.  160) :    "The 
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authorities  of  the  Stock  Exchange  did  not  exert  the  despotic 
power  which  they  have  over  the  activities  of  the  individual  mem- 
bers, in  seeking  to  adjust  the  volume  of  speculative  operations 
to  the  strength  of  the  effective  investors'  demand." 

Now,  over  whom  do  the  "authorities  of  the  Stock  Exchange** 
venture  to  assert  this  "despotic  power"?  Doubtless  they  have 
a  despotic  power  in  a  certain  sense  over  their  own  members  which, 
given  a  good  Board  of  Governors,  is  one  strong  argument  agaiafit 
incorporation.  But  do  they  exert  this  despotic  power  over  utt 
Cannot  you  and  I  deal  on  the  Stock  Exchange  as  we  see  fit?  Is. 
it  not  obvious  that  these  brokers  are,  after  all,  merely  our  agents, 
that  their  powers  are  very  much  limited ;  that,  say  what  one 
may  about  '^insiders"  and  "manipulation,"  it  is  the  public  whicbi 
makes  prices?  It  is  you  and  I  who  determine  in  the  end  wha6 
we  think  the  value  of  any  security  to  be;  and  who  by  our  pupH 
chases  and  sales  establish  the  price  for  that  security  which  is  regit- 
tered  on  the  Stock  Exchange. 

Once  more  our  author  refers  to  what  he  calls  the  fallacy  08 
supposing  that  prices  on  the  Stock  Exchange  are  a  barometM" 
of  future  events.  I  do  not  propose  here  to  make  any  quarr^i 
00  the  question  as  to  whether  or  not  stock  exchange  prices  really 
represent  a  correct  and  sensible  guess  as  to  what  is  going  to 
happen  in  the  future.  The  main  point  is  that  prices,  whether 
proved  right  or  wroTig  m  the  future,  do  represent  with  absolute 
exactness  what  we  all  think  now. 

As  a  substitute  for  the  figure  of  the  barometer,  I  suggest  the  fi^ 
ure  of  the  weather  vane  as  showing  what  prices  on  the  Stock  Ej^ 
change  mean.  It  is  obvious  that  we  can  easily  be  misted  by  looking 
at  a  weather  vane.  There  is  no  certainty  that  the  wind  will  blc" 
indefinitely  in  that  direction.  We  cannot  plan  either  all  of  o 
planting  of  crops  or  all  of  our  picnics  in  relation  to  the  indicati< 
of  the  moment.  The  vane  may  change  at  any  time.  But  the  va 
does  show  how  the  wind  is  blowing  at  a  specific  instant.  It  seems 
me  that  the  fallacy  of  many  people  who  wish  to  change  methodi 
that  provide  for  the  smooth  working  of  a  free  and  open 
market  for  securities  is  the  fallacy  of  one  who  thinks  he 
change  the  wind  by  interfering  with  the  weather  vane.  He 
the  vane  pointing  in  a  certain  direction  which  is  disappointing 
to  him  because  of  plans  which  he  has  made.  He  thinks  that  hC' 
can  make  tiie  wind  blow  in  a  direction  which  is  more  suitablei' 
to  his  plans,  not  by  changing  tlie  wind,  but  by  changing  Bom^ 
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how  the  weather  vane,  and  therefore  he  proposes  to  turn  it  in  a 
way  he  likes  and  then  put  sand  in  it  to  prevent  its  veering  with 
changes  in  the  atmosphere. 

I  consider  this  figure  to  be  entirely  justified,  especially  in 
view  of  the  idea  which  has  been  broached  that  the  Stock  Ex- 
change has  not  performed  its  function  because  the  ^^volume  of 
speculation"  and  the  ^^investment  demand"  do  not  necessarily 
go  hand  in  hand.  There  have  been  periods  when  the  amount 
of  speculation  has  entirely  outrun  a  genuine  investment  demand. 
But  what  does  this  mean?  It  means  nothing  more  than  that  you 
and  I — ^in  other  words,  the  public  at  large — are  sometimes  more 
in  a  speculative  mood  and  at  other  times  more  in  an  investment 
mood.  I  cannot  see  the  slightest  reason  why  the  two  should  go 
together.  Here  I  might  use  the  figure  of  the  rain-gauge  to 
illustrate  the  degree  of  speculative  temperament  in  the  public  as 
shown  by  exchange  transactions.  Sometimes  there  is  more  rain 
than  is  good  for  the  crops ;  sometimes  there  is  less ;  sometimes  the 
rainfall  seems  to  be  exactly  what  is  needed.  So  is  the  relation 
between  speculation  and  investment.  Sometimes  the  public  is  in  a 
speculative  mood,  sometimes  it  is  more  in  an  investing  mood.  To 
Uame  a  body  of  agents  who  are  simply  carrying  out  transactions 
for  the  public  because  there  is  not  a  nice  adjustment  between 
speculation  and  investment  seems  to  me  as  absurd  as  to  blame  a 
rain-gauge  because  it  does  not  always  show  just  the  amount  of  rain 
which  will  be  most  desirable  for  the  crops. 

Now,  it  has  been  suggested  by  such  an  astute  veteran  as  Mr. 
Untermyer  that  there  ought  to  be  some  right  to  examine  the 
books  of  brokers  in  order  to  see  how  far  manipulation  is  going 
on.  On  the  other  hand,  it  has  been  suggested  by  such  a  dis- 
interested young  scientist  as  Mr.  Osborne  that  it  would  be  very 
desirable  if  brokers  were  forced  to  make  reports  to  the  govern- 
ing body  of  the  Exchange  as  to  the  relative  extent  of  investment 
and  speculative  orders.  There  are  two  things  to  be  said  regarding 
suggestions  of  this  kind. 

In  the  first  place  it  ought  to  be  recognized  that  half  the  time 
the  broker  does  not  know  which  orders  are  speculative  and  which 
are  for  investment  purposes.  Not  only  that,  the  purchaser  him- 
self may  suddenly  shift  his  ground;  that  is,  what  he  bought 
today  for  speculative  purposes,  intending  to  sell  out  promptly, 
he  may  decide  to  hold  as  a  wise  investment.  Per  contra^  he  may 
with  the  best  motives  in  the  world  make  an  investment  today 


M 


Economic  Association 


aDd  change  his  mind  tomorrow  morning,  in  which  case  his  trans- 
action would  appear  on  the  books  on  the  face  of  it  as  a  speculative 
transaction.  The  impossibility  of  the  broker  determining  in  any 
way  that  would  do  any  good  to  the  public  how  far  his  orders 
are  speculative  and  how  far  they  are  for  conservative  investment 
could  be  illustrated  at  great  length.  But  it  is  not  necessary  to 
carry  this  out  further  here  because,  even  if  the  broker  or  the 
investigator  could  always  tell  accurately  whether  a  given  order  was 
for  speculative  or  investment  purposes,  It  is  thoroughly  undesirable 
that  the  Stock  Exchange,  through  its  governing  board  or  through 
any  particular  committee,  should  attempt  to  publish  for  the 
benefit  of  the  public  anything  which  seems  to  indicate  which 
stocks  are  best  and  how  prices  are  likely  to  move. 

It  has  been  suggested  that  a  government  commission  should 
be  appointed  to  pass  upon  securities  and  to  make  reports  of  this 
kind.  Such  a  proposition  is  very  dangerous.  One  thing  is 
certain, — that  the  investor  must  make  up  his  mind  for  himself. 
The  function  of  the  investor  is  of  the  utmost  importance.  In 
one  sense  he  is  performing  a  solemn  duty  in  picking  out  that, 
stock  which  he  sincerely  believes  will  give  him  the  best  return 
with  a  given  degree  of  security,  because  he  is  thereby  directing 
capital  into  its  most  profitable  uses.  In  doing  this,  however, 
he  is  assisted  in  large  measure  by  the  existence  of  a  free  and 
continuous  market  in  which  both  investors  and  speculators  take 
part.  If  the  speculative  element  were  removed  the  market  would, 
however,  not  be  continuous,  since  the  buying  and  selling  for  in- 
vestment purposes  alone  is  likely  to  be  sporadic.  Values  in  the 
long  run,  then,  and  therefore  the  social  use  of  capital,  are  de- 
termined both  by  those  who  wish  to  make  a  speculative  turn  out 
of  price  fluctuations  and  by  the  great  mass  of  selfish,  but  shrewd 
and  conscientious  investors,  who  are  trying  to  do  the  best  with 
what  they  have.  To  substitute  either  any  government  agency  or 
any  action  by  the  organized  Stock  Exchange  in  the  way  of  at- 
tempting to  solve  this  problem  for  the  individual  in  such  a  way 
that  he  will  feel  that  he  can  waive  his  own  judgment  in  the  face 
of  what  has  been  told  him,  is  a  proposition  of  the  utmost  danger. 

It  has  never  been  maintained  by  a  serious  student  of  the  ques- 
tion that  the  "discounting  of  the  future"  with  which  speculatioo 
has  been  credited  is  in  any  way  perfect.  No  one  has  ever 
supposed  that  serious  mistakes  must  not  inevitably  occur.  Who 
could  have  foretold,  for  instance,  years  ago  what  would  happen 
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either  to  the  policy  of  the  New  York,  New  Haven,  and  Hartford 
Railroad  or  to  the  price  of  its  stock?  AU  I  insist  on  is  that 
it  is  far  safer  to  leave  prohtems  of  this  kind  to  the  study  and 
foresi^t  of  the  indiTidiial  investor  or  speculator  than  to  torn 
them  over  either  to  the  governing  board  of  the  Stock  Exchange 
or  to  any  agency  of  the  federal  or  state  governments. 

Space  does  not  permit  taking  np  in  detail  many  of  the  sug- 
gestions which  have  been  made  for  government  controL  A  popu* 
lar  defense  in  Washington  of  the  bill  proposed  about  a  year  ago 
was  that  injury  to  investors  could  be  prevoited  by  making 
sure  that  new  issues  of  securities  repres^ited  actual  values  for 
investment  purposes.  As  a  number  of  soiators  expressed  it,  it 
was  merely  the  application  of  the  pure  food  law  to  securities. 
The  phrase  sounds  good  and  it  may  be  desirable,  either  by  federal 
or  state  legislation,  to  do  something  in  the  way  of  making  more 
stringmt  the  conditions  under  which  new  companies  are  or- 
ganized and  their  securities  offered  to  the  public  For  instance, 
it  has  been  suggested  by  some  that  the  English  Companies  Act 
oug^t  to  be  adopted  universally  in  this  country.  The  point, 
however,  is  that  the  English  Companies  Act  Is  an  act  which 
applies  to  all  issues,  whether  they  are  made  through  the  stock 
exchange  or  not.  The  fallacy  of  the  proposed  bill  was  that  it 
aimed  to  force  certain  rigid  requirements  regarding  new  issues 
upon  the  Stock  Exchange  through  the  control  of  the  Postmaster 
General  without  in  any  way  touching  the  vast  number  of  out- 
side securities.  It  would  not  reach  in  any  way  securities  not 
listed  on  the  Exchange  and  its  effect  would  probably  be  just 
the  reverse  of  that  intended.  There  are  many  kinds  of  company 
shares  being  sold  to  the  public  today  which  never  could  get 
listed  on  the  New  York  Stock  Exchange  under  its  present  rules. 
Sometimes  I  think  this  is  a  bad  arrangement.  There  is  no  place 
where  a  fraudulent  issue  will  be  so  quickly  detected  as  on  the 
Exchange  itself.  But  it  is  entirely  proper  for  the  authorities 
of  the  Exchange  to  make  as  stringent  rules  as  they  like  regard- 
ing the  requirements  in  the  matter  of  company  prospectuses. 
For  the  government,  however,  to  attempt  to  discriminate  between 
listed  securities  and  others  is  likely  to  have  just  the  opposite 
effect  from  that  intended;  namely,  it  would  work  in  the  direction 
of  keeping  some  issues  from  the  Exchange  list  which  ought  to 
be  there  for  the  double  purpose  of  exposing  them  if  they  are 
illusory  or  fraudulent  or  affording  them  a  free  market  if  they  offer 
proper  opportimities  for  investment. 
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In  all  this  you  may  say  that  I  am  talking  of  ideal  conditions 
and  disregard  the  "manipulations"  which  are  rife  on  the  Ex- 
change. Again,  much  of  interest  could  he  said  regarding  either 
the  general  suhject  of  manipulation  or  such  specific  instances 
as  have  been  popularly  supposed  to  illustrate  this  evil  in  the 
discussions  of  the  last  year  or  two.  I  cannot  go  into  these. 
I  can  only  reassert  ray  conviction  that,  although  both  the  out- 
side public  and  the  inside  speculators  frequently  make  serious 
mistakes  in  the  case  of  certain  issues,  involving  not  only  an  In- 
dividual but  a  social  loss,  the  extent  to  which  "rigging"  or 
"manipulation"  of  the  market  in  any  destructive  way  is  pos- 
sible has  been  very  greatly  exaggerated.  Furthermore,  such  cases 
can  generally  be  met  by  the  ordinary  law  governing  buyers 
and  sellers  and  agents  in  all  markets.  The  problem  cannot  be 
understood,  even  in  its  most  elementary  form,  unless  it  is  recog- 
nized that  it  is  not  possible  to  distinguish  with  certainty  between 
what  are  called  legitimate  and  illegitimate  transactions  by  the 
mere  form  of  the  contract.  Consequently  there  is  no  way  for  the 
government,  through  a  determination  of  what  contracts  are 
allowable  and  what  contracts  are  not  allowable,  to  prevent  the 
occasional  unfortunate  occurrences  that  probably  must  always 
happen,  without  seriously  interfering  with  the  great  volume  of 
transactions   which  are  not   only  legitimate  but  necessary. 

If  this  attitude  toward  the  problem  of  manipulation  seems  to 
you  altogether  too  disregardful  of  prevailing  evils,  I  can  only  say 
that  I  find  myself  in  accord  with  such  men  as  Sir  Robert  Giffei 
England  and  our  own  revered  Horace  White.  Their  intimate 
and  long  experience  with  actual  conditions  and  their  sane  appre- 
ciation of  what  things  arc  possible  and  what  things  are  not 
possible  should  carry  far  more  weight  with  a  body  of  economists 
than  the  excited  denunciations  of  men  who  have  been  themselves 
"squeezed"  in  some  particular  deal  or  horrified  by  the  recital  of 
some  unsubstantiated  story. 

1  have  spoken  at  such  length  already  that  1  can  only  very 
briefly  refer  to  what  I  had  intended  to  make  a  substantial  part 
of  my  paper.  We  have  just  gone  through  an  extraordinary 
period  in  financial  history,  when  the  stock  exchanges  of  the  world 
have  for  the  first  time  been  closed  for  more  than  three  months. 
It  is  a  period  well  worth  studying  in  connection  with  the  theories 
which  have  formerly  been  advanced  regarding  the  importance 
of  such  institutions.  There  are  those  here  who  can  discuss  this 
matter  with  more  intimate  experience  than  I. 
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The  question  may  well  be  asked:  if  we  got  along  without  the 
Stock  Exchange  for  more  than  three  months,  why  cannot  we 
get  along  without  it  indefinitely?  If  the  Stock  Exchange  did  not 
dare  to  have  prices  registered  on  its  floor  under  free  competition 
during  this  period,  why  is  it  desirable  that  they  should  be  so 
registered  at  any  time?  The  authorities,  of  course,  had  a  choice 
of  evils.  If  they  closed  the  Exchange  the  chances  were  that  there 
would  be  great  uncertainty  regarding  the  value  of  all  the  proper- 
ties which  had  been  dealt  in.  On  the  other  hand,  a  crisis  had 
here  arisen.  With  the  emergency  which  had  come  about  in 
Europe,  the  dumping  of  foreign  holdings  of  American  securities 
suddenly  and  recklessly  into  our  market  might  have  led  to  estab- 
lishing temporary  prices,  due  merely  to  these  emergency  con- 
ditions, which  would  have  made  it  impossible  for  any  of  our 
great  investment  companies,  such  as  savings  banks  and  insurance 
companies,  to  know  anything  about  the  ultimate  value  of  their 
assets. 

It  has  even  been  hinted  that,  regardless  of  the  war,  it  would 
have  been  a  good  thing  to  close  the  Exchange  for  a  while.  That 
might  possibly  be  true  without  in  any  way  interfering  with  the 
validity  of  the  argument.  When  a  man  gets  overwrought  and 
in  an  abnormal  condition,  from  too  much  work  or  too  much 
excitement  or  any  other  cause,  it  may  be  the  best  thing  for  him 
to  suspend  all  of  his  ordinary  economic  functions  and  go  to  bed 
for  a  few  days.  The  more  serious  his  condition  the  longer  must 
be  his  period  of  quiescence,  but  it  does  not  follow  from  this  that 
he  can  say  that  because  he  got  along  very  well  in  bed  for  a  week 
he  might  as  well  stay  there  forever.  lEs  ordinary  activities  and 
duties  in  the  community  may  be  temporarily  suspended,  but  ob- 
viously this  does  not  mean  that  they  are  of  no  importance  in 
themselves. 

The  closing  of  the  Exchange  seems  to  me,  then,  to  have  proved 
beyond  all  question  the  importance  of  the  open  market.  Every- 
body in  this  room  who  owns  any  shares  of  stock  must  have 
recognized  that  importance.  The  investor  simply  has  not  known 
the  value  of  his  property.  Among  us  we  could  probably  make  up 
hundreds  of  cases  illustrative  of  this.  I  know  of  one  case  where 
a  conservative  business  man  had  to  meet  certain  obligations 
within  a  given  time.  His  bank  could  not  carry  him  because  the 
bank  itself  did  not  know  the  value  of  his  collateral.  Rather  than 
beg  for  extension,  he  decided  to  clean  his  slate  completely  by 
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simply  selling  out  certain  securities  which  he  held  for  investment 
purposes.  He  did  this  at  forced  sale  and  the  very  next  day  the 
purchaser  sold  these  securities  in  New  York  at  a  nine  point  advance. 
This  was  a  situation  which,  of  course,  would  have  been  impossible 
had  the  open  market  been  in  existence.  In  the  same  way  all  the 
auction  houses  for  securities  bad  to  go  out  of  business.  With 
no  standard  to  measure  by,  auction  sales  of  securities  would  be 
simply  the  wildest  gamble. 

The  injurious  effect,  however,  went  far  beyond  the  holders  of 
securities  listed  on  the  Exchange.  Not  only  was  it  impossible 
for  bankers  to  tell  what  was  the  value  of  collateral  which  the 
borrower  wished  to  put  up,  but  they  were  in  complete  uncertainty 
as  to  the  value  of  many  of  their  own  securities  which  they  hold 
almost  in  the  form  of  a  second  reserve,  since  these  securities  in 
normal  conditions  are  immediately  saleable  and  constitute  the 
most  liquid  form  of  asset.  So  also  the  value  of  all  kinds  of  out- 
side property,  not  only  securities  but  actual  tangible  properties, 
such  as  factories  and  the  like,  became  far  less  certain  than 
formerly.  The  whole  experience  was  a  striking  illustration  of 
the  way  in  which  all  business  interests  are  inextricably  tied  up 
together.  The  value  of  aU  properties  is  affected  by  the  ease 
or  difficulty  with  which  credit  can  be  secured  and  by  the  ease  or 
difGcuIty  of  free  investment  of  capital.  These  do  not  depend 
wholly  upon  the  existence  of  an  open,  continuous  market  for 
securities,  but  depend  largely  upon  such  a  market.  The  closing 
of  the  Stock  Exchange  was  not  solely  responsible  for  stagnation 
in  the  matter  of  new  investment  and  the  normal  development  of 
new  properties,  but  it  has  been  a  very  great  factor,  if  not  the  chief 
factor,  in  maintaining  the  continuance  of  such  conditions. 

My  final  conclusions,  then,  are  as  follows: 

First,  the  events  resulting  from  the  recent  closing  of  the  ex- 
changes of  the  world  have  justified  more  than  ever  the  general 
economic  theory  as  to  the  importance  of  an  open  speculative 
market  for  securities. 

Second,  past  experience  has  quite  generally  proved  the  in- 
jurious effect  of  specific  government  interference  with  the  rules 
of  the  Exchange.  I  have  already  referred  briefly  to  Germany, 
but  I  have  written  and  spoken  so  fully  upon  the  results  of  this  ex- 
periment that  I  will  not  attempt  to  elaborate  this  point  here. 

Third,  most  of  the  present  recommendations  for  government 
regulation   are  based  on  fallacies  regarding  the   real  nature  of 
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the  Exchange ;  that  is,  the  function  of  the  Exchange  autiiorities ; 
or  upon  a  fallacy  regarding  the  relation  between  speculation  and 
investment. 

Fourth,  where  the  outsider  cannot  tell  when  a  regulation  may 
wreck  the  legitimate,  easy  working  of  this  delicate  machinery, 
the  insider  can  tell.  The  authorities  of  the  New  York  Stock 
Exchange  have  made  genuine  efforts  to  bring  about  improvement. 
It  is  thoroughly  desirable  that  they  should  recognize  that  the 
eye  of  the  public  is  upon  them.  Possibly  all  this  agitation  has 
had  a  good  effect  in  this  direction.  If  it  be  true  that  in  the 
past  they  preferred  to  live  in  the  dark  and  resented  any  con- 
sideration of  their  affairs,  I  do  not  believe  this  is  now  the  case. 
'  For  instance,  I  imagine  that  they  would  not  oppose  a  propo- 
sition that  a  government  representative,  appointed  by  the  Secre- 
tary of  the  Treasury  or  by  the  Federal  Reserve  Board,  should 
become  a  member  of  their  governing  body.  If  they  did  so  they 
would  be  very  foolish.  Personally,  I  should  expect  no  particular 
change  from  such  action  except,  perhaps,  a  greater  public  con- 
fidence. That  experiment  was  tried  in  Grermany,  but  had  no 
particular  effect.  As  a  matter  of  fact,  they  are  already  in 
close  touch  with  the  best  bank  leaders  and  the  government  au- 
thorities regarding  the  proper  policy  for  the  Exchange  at  given 
times.  It  is  well  to  watch  them,  sometimes  to  demand  explana- 
tions or  make  protests.  But  they  should  be  watched,  not  as  the 
policeman  with  his  club  watches  a  furtive  suspect  slinking  up 
a  dark  alley,  but  rather  as  any  employer  watches  the  way  in 
which  an  honorable  and  skilled  mechanic  handles  the  delicate 
machinery  upon  the  efficiency  of  which  the  success  of  the  business 
depends. 
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DISCUSSION 

Albert  W.  Atwood:  I  wish  to  confine  my  remarks  to  two 
points,  the  first  made  by  Mr.  Untermyer,  and  the  second  by  Pro- 
fessor Emery. 

It  is  the  contention  of  Mr.  Untermyer  that  a  large  part  of  the 
transactions  on  the  Stock  Exchange  are  what  he  terms  "manipu- 
lation." Now  we  all  have  more  or  less  of  an  idea  what  this  word 
means,  but  I  have  never  seen  it  carefully  defined,  and  it  is  hard  to 
find  two  people  who  agree  as  to  what  it  means.  However,  the 
first  speaker  illustrated  what  he  meant  mainly  by  one  instance, 
namely,  the  activity  in  Reading  stock  in  one  year.  It  appears  that 
the  entire  capital  stock  of  the  Reading  Company  was  turned  over 
more  than  forty  times  in  one  year. 

Now  there  may  be  manipulation  on  the  Stock  Exchange,  but  it 
is  only  fair  to  obser\'e  that  the  great  fundamental  changes  in 
prices  on  the  Exchange  appear  to  bear  little  if  any  relation  to 
manipulation,  or  to  any  artificial  influence.  These  changes,  in 
recent  years  at  least,  and  going  back  for  a  number  of  years,  have 
been  due  to  the  changes  in  the  value  of  the  froperiiet  the  stocks 
represented.  It  is  maintained  by  numerous  economists  that  specu- 
lation arises  from  changes  in  the  value  of  property,  and  certainly 
there  is  ample  evidence  that  the  great  price  movements,  which 
after  all  are  perhaps  the  best  test  of  what  is  going  on,  have  been 
due  to  the  rise  or  fall  in  the  value  of  certain  corporations. 

The  long  decline  in  New  Haven  stock  was  clearly  not  due  to 
stock  market  manipulation.  It  may  have  been  due  to  manipula- 
tion of  the  property  by  so-called  "insiders,"  or  it  may  not;  that 
is  not  the  question  for  us  to  settle.  But  certainly  it  is  admitted 
that  confidence  in  the  property  was  for  a  time  at  a  low  ebb,  and 
that  is  the  reason  the  price  of  the  stock  declined.  Exactly  the 
same  is  true,  even  in  a  greater  degree,  of  Rock  Island,  Missouri 
Pacific,  and  St.  Louis  &  San  Francisco,  and  to  a  less  degree  of 
Baltimore  &  Ohio,  where  the  gradually  realized  fact  that  a  bad 
investment  had  been  made  in  the  Cincinnati,  Hamilton  &  Dayton 
property,  together  with  the  enormous  distribution  of  Baltimore  & 
Ohio  stock  by  the  Union  Pacific,  has  forced  the  price  down.  On 
the  other  hand  the  tremendous  speculation  in  such  stocks  as  Le- 
high Valley,  Union  Pacific,  and  Reading  were  largely  due  to 
knowledge,  later  transmuted  into  extra  dividends,  of  the  riches 
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of  these  companies.  Mr,  Untermjer  has  made  much  of  Reading, 
but  why  should  not  the  stock  have  been  active  when  everyone  with 
any  familiarity  with  such  matters  knew  perfectly  well  that  some 
day  the  company  would  probably  distribute  a  great  extra  dividend 
in  the  form  of  its  coat  lands  (it  owns  40  per  cent  of  the  country's 
anthracite  coal)  either  voluntarily  or  because  forced  by  the  gov- 
ernment? Indeed  I  imagine  that  the  very  year  in  which  Reading's 
stock  was  dealt  in  forty  times  over  was  just  before  the  regular 
cash  dividend  was  largely  increased.  Why  should  there  not  be 
active  speculation  in  a  stock  of  this  character?  Certainly  if 
speculation  was  ever  warranted,  it  was  in  this  case;  and  the  same 
remark  applies  to  Lehigh  Valley  and  Union  Pacific,  in  both  of 
which  the  big  burst  of  speculation  took  place  shortly  before  big 
extra  dividends  were  paid. 

It  is  largely  in  these  stocks  that  the  great,  fundamental  price 
changes  have  occurred,  and  I  submit  that  heavy  speculation  was 
warranted  by  facts.  During  the  last  year  or  two  I  have  answered 
for  various  periodicals  perhaps  a  thousand  letters  from  investors. 
And  I  can  assert  that  speculation  on  the  Stock  Exchange  seems 
small  to  me  as  compared  with  that  in  other  fields.  There  is  con- 
stantly an  enormous  volume  of  speculation,  which  is  what  Mr. 
Untcrmyer  appears  largely  to  mean  by  "manipulation,"  in  Stand- 
ard Oil  stocks,  motion  picture  stocks,  real  estate,  stocks  of  com- 
panies based  on  new  inventions,  and  stocks  of  new  insurance  com- 
paDies,  all  of  which  are  not  on  the  Exchange, 

My  second  point  has  to  do  with  Professor  Emery's  contention 
that  the  authorities  of  the  Stock  Exchange,  or  the  government- 
officials,  should  not  direct  the  flow  of  investment,  I  agree  with 
Professor  Emery  that  it  is  not  the  function  of  the  Exchange  to 
direct  the  flow  of  investment,  but  it  might  well  be  a  sound  business 
policy  for  the  Stock  Exchange  to  attempt  to  make  of  itself  more 
of  an  investment  market. 

It  will  be  found  upon  examination  that  the  Stock  Exchange's 
service  to  the  country  has  been  largely  to  help  in  the  development 
of  great  industries.  I  do  not  mean  by  this  trusts,  and  can  name 
ten  trusts  which  have  not  had  their  securities  listed  on  the  Ex- 
change. But  it  can  easily  be  shown  that  chiefly  large-scale  enter- 
prises have  flourished  on  the  Stock  Exchange.  Now  cannot  the 
Exchange  be  made  a  more  complete  mirror  of  values?  Much  of 
the  investment  bond  business  has  drifted  away  from  the  Exchange, 
and  relatively  few  of  the  newer  public  utility  bonds,  into  which 
investment  funds  now  largely  flow,  are  listed. 
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Promoters  of  these  new  public  utility  holding  companies  say 
they  do  not  care  to  have  their  securitiea  listed  to  become  specu- 
lative footballs.  This  is  disingenuous.  The  Stock  Exchange  says 
that  most  of  the  newer  and  smaller  enterprises  are  not  good 
enough,  not  seasoned  enough,  to  be  listed.  But  can  not  a  happy 
medium  be  found?  The  London  Exchange  has  9000  securities 
listed  and  the  New  York  Exchange  has  only  1500. 

It  is  wholly  incorrect  to  say  that  Stock  Exchange  members  do 
not  want  investment  business.  They  well  know  that  exclusively 
speculative  houses  are  pretty  sure  to  go  to  the  wall  sooner  or 
later.  But  here  is  the  rub;  the  big  commissions  come  on  specu- 
lative business.  Firms  cannot  make  expenses  by  selling  single 
shares  of  stock  at  121/2  cents  a  share,  the  regular  commission. 
Now  the  bulk  of  the  investment  business  has  gone  off  the  Exchange, 
to  outside  bond  dealers  who  instead  of  charging  %  of  1  per  cent 
commission,  as  brokers  are  compelled  to  do,  charge  anywhere  from 
S  to  5  per  cent.  Indeed  a  dealer  cannot  assume  moral  responsi- 
bility for  bonds  and  investigate  them  without  charging  far  more 
than  %  of  1  per  cent, 

Now  the  Stock  Exchange  naturally  does  not  want  to  increase 
commissions  and  reduce  business,  and  to  charge  more  for  invest- 
ment securities  than  for  speculative  ones  would  be  utterly  lacking 
in  feasibility.  Besides  the  Stock  Exchange  regards  its  members 
as  agents  merely;  it  does  not  seem  practical  to  have  them  assume 
a  considerable  measure  of  moral  responsibility  for  the  securities 
sold  to  clients,  as  is  the  case  outside  with  so-called  investment 
bankers.  Certainly  Stock  Exchange  brokers  cannot  give  extensive 
advice  and  back  up  securities  at  IS^A  cents  a  share,  and  if  they 
charge  more  it  will  destroy  the  big,  free  market. 

The  problem  is  a  difficult  one  and  I  am  not  competent  to  solve 
it.  I  merely  wish  to  suggest  it.  Perhaps  the  Stock  Exchange_ 
brokers  can  discover  better  merchandising  methods.  They  should 
be  permitted  wider  latitude  in  advertising.  They  should  adopt  a 
publicity  campaign  to  call  attention  to  desirable  listed  securities. 


W.  E.  Lagerquist:  A  study  of  the  various  periods  of  agitation 
for  stock  exchange  reform  will  soon  convince  one  that  these  de- 
mands for  reform  and  regulation  have,  too  often,  been  wide  of 
their  mark.  The  whole  difficulty,  as  Professor  Emery  points  out, 
is  the  confusion  as  to  the  real  function  of  the  Stock  Exchange. 
It  is  a  confusion  of  the  functions  of  the  Stock  Exchange,  which  is 
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only  a  market,  with  speculation,  and  I  would  go  farther  than  Pro- 
fessor Emery  and  say  with  the  corporation  also.  While  everyone 
will  acknowledge  that  certain  evils  have  existed  in  the  Stock  Ex- 
change, the  ben^dal  results  that  the  public  is  seeking  and  may 
have  the  just  ri^t  to  demand  cannot  be  accomplished  by  regu- 
lating the  market,  but  by  regulating  the  corporation  whose  securi- 
ties make  the  market 

As  my  time  is  limited  to  ten  minutes,  I  wish  to  confine  myself  to 
this  one  latter  point.  While  I  am  aware  that  members  of  this 
Association  are  perfectly  familiar  with  all  that  I  have  to  say,  I 
am  also  aware  that  regulation  must  fall  of  its  own  weight  if  we 
disregard  fundamental  principles. 

According  to  the  elementary  concept,  if  the  market  is  free,  the 
market  price  depends  upon  the  estimated  value  of  the  goods  back 
of  the  security.  Further,  we  know  that  the  more  accurate  this 
knowledge  is  and  the  more  widely  it  is  disseminated,  the  narrower 
wiU  be  the  range  in  the  price  of  that  security.  If  this  elemoitary 
statement  is  true  it  can  lead  to  only  one  conclusion,  namely,  that 
the  dangers  suggested  by  Mr.  Untermyer  in  his  brief  for  the  Pujo 
Committee  do  not  exist  in  the  Stock  Exchange  or  in  speculation, 
but  in  public  ignorance  of  the  financial  status  of  the  corporation. 

It  has  been  this  ignorance  of  property  values  that  has  often 
made  it  possible  for  a  small  element  among  the  professional  specu- 
lators to  force  a  price  upward  and  bring  about  an  unreasoning 
speculative  activity  which  results  in  reinforcing  their  efforts.  While 
actual  fluctuating  values  of  property,  for  illustration,  did  have  a 
small  bearing  in  the  recent  oil  and  rubber  booms  of  England,  a 
proper  perspective  has  shown  that  the  public  was  utterly  oblivious 
of  the  necessity  of  actual  property  back  of  their  securities.  Or 
they  accepted  the  word  of  a  fakir  without  proof,  consequently  a 
"public  speculative  mad"  brought  on  an  overinflated  and  erratic 
market.  Eliminate  these  possibilities  and  you  reduce  to  the  lowest 
possible  minimum  the  kind  of  speculation  that  both  the  opponents 
and  defenders  of  the  Stock  Exchange  now  repudiate.  If  an  agent's 
clientele  had  a  fairly  accurate  knowledge  of  the  source  of  the 
knowledge  of  corporate  values,  there  would  be  no  basis  upon 
which  the  agents  could  manipulate  securities. 

Grant  that  the  indirect  or  direct  regulation  of  the  Stock  Ex- 
change by  the  federal  government  was  constitutionally  possible 
imder  the  bill  last  proposed  in  Congress,  what  would  be  the  result? 
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Corporations  would  have  a  perfect  right  to  withdraw  their  securi- 
ties from  the  Exchange,  and  it  is  quite  probable  that  thej  would, 
in  many  instances,  because  of  the  disadvantages  of  being  listed.  Of 
what  avail  then,  would  legislation  be  that  would  thwart  its 
own  purpose?  Even  if  the  companies  now  listed  should  aU  con- 
tinue  on  the  Exchange,  a  very  large  amount  of  corporate  securities 
would  be  offered  outside  the  Exchange.  It  is  in  connection  with 
such  outside  securities  that  some  of  our  grossest  frauds  have  oc- 
curred. The  regulation  of  the  Stock  Exchange  would  have  no 
eflfect  whatsoever  on  these  securities,  and  it  has  been  in  the  purchase 
of  these  securities  that  the  small  buyer  has  suffered  the  greatest 
losses.  Not  only  will  you  find  strong  opposition  within  the  Stock 
Exchange  against  such  corporations,  but  the  Investment  Bankers 
Association,  which  has  a  large  membership  in  the  Exchange,  is 
carrying  on  an  effective  movement  of  publicity  and  legal  pro- 
cedure against  these  fraudulent  enterprises. 

If,  then,  the  greater  part  of  your  corporate  securities  would  not 
come  under  the  jurisdiction  of  the  Exchange  regulation,  your 
legislation  would  have  no  end.  The  real  object  of  the  agitators 
for  reform  is  "full  value."  Would  not  then  the  most  effective 
method  of  obtaining  the  facts  desired  be  to  go  to  the  source  upon 
which  your  values  rest,  namely,  the  corporation,''  Require  the 
corporation  to  submit  all  the  necessary  facts  that  are  essential  to 
determine  the  value  of  its  securities;  you  would  then  bo  able  to 
reach  not  only  all  corporations  doing  an  interstate  business,  but 
you  would  also  make  it  possible  to  reach  the  class  of  offenders 
that  have  been  the  worst  sinners.  The  New  York  Stock  Exchange 
has  asked  for  this  regulation  for  a  long  time;  it  would  relieve  it  of 
Bome  of  its  greatest  difficulties. 

To  anyone  who  has  been  connected  with  any  kind  of  financial 
institution  more  than  to  anyone  else,  the  danger  of  a  single  insti- 
tution acting  as  a  guide  to  the  public  in  respect  to  hundreds  of 
corporations  is  most  apparent.  How  could  the  Exchange  become 
sponsor  for  shifting  values.''  In  some  industrials  the  price,  even 
under  the  most  efficient  policy,  fluctuates  widely,  and  although 
the  prevailing  price  may  Indicate  what  we  now  think,  it  may  not 
be  the  correct  criterion  for  the  investor  at  that  time.  While  the 
average  market  price  over  long  periods  does  reflect  the  condition 
of  a  corporation,  would  it  be  the  part  of  wisdom  to  vouchsafe  that 
this  reflects  the  future  value  of  securities.'     Would  it  not  be  a  , 
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sounder  economic  policy  to  have  the  facts  about  all  corporatioiis 
and  let  the  mdhridiial  or  the  agent  of  the  individual  purdiaser 
interpret  the  meaning  of  the  facts?  For  all  that  the  Exchange 
could  do  would  be  to  give  the  facts ;  it  could  not  assume  the  position 
of  an  inter]»etar  or  guarantor. 

The  danger  of  this  policy  is  illustrated  by  the  incredible  number 
of  people  who  now  accept  the  certified  public  accountant's  certifi- 
cate, which  is  a  mere  assertion  that  he  has  found  the  exhibited 
statement  a  true  exhibit  of  the  financial  accounts  of  the  corpora- 
tion, as  a  guarantee  upon  which  they  may  rely  as  an  indicator  of 
good  values  in  securities.  No  one  need  argue  to  how  much  greater 
extent  these  companies  would  be  accepted  as  guaranteed  under  the 
regulated  listing  proposed  in  the  bill  referred  to  above.  The  guar- 
antee to  the  investor  is  quite  a  different  thing  from  a  mere  state- 
ment of  facts.  This  likewise  incidentally  shows  the  necessity, 
regardless  of  what  the  regulation  may  be,  of  expert  interpretation. 
And  in  this  regard  I  should  disagree  with  Professor  Emery  if  he 
intends  to  imply  that  the  broker  should  in  the  strictest  sense  of 
the  word  be  a  mere  agent.  The  broker  cannot  assume  the  position 
of  a  guarantor,  but  he  must  be  an  interpreter  of  what  the  facts 
given  may  mean. 

In  the  discussion  of  this  one  point  I  have  agreed  with  Professor 
Emery  that  the  Stock  Exchange  should  not  be  regulated,  but  I 
have  not  denied  that  manipulation  has  existed  in  the  past.  I  have 
stated  that  certain  evils  have  existed,  but  if  time  allowed  I  should 
consider  the  reforms  made  in  response  to  public  demands,  and 
especially  the  new  attitude  that  has  recently  come  into  the  Ex- 
change. I  have  not  stopped  short  with  Professor  Emery  in  stating 
that  I  believe  that  the  Exchange  should  not  be  regulated.  On  the 
other  hand,  I  have  offered  a  more  fundamental  method  of  regula- 
tion than  Mr.  Untermyer  proposes  in  that  it  includes  all  interstate 
corporations,  which  the  bill  that  he  wrote  for  the  Pujo  Committee 
does  not  include.  It  not  only  simplifies  the  work  of  regulation, 
but  it  would  place  the  administration  of  corporations  under  an 
independent  bureau,  and  it  would  eliminate  the  question  of  con- 
stitutionality which  forced  Mr.  Untermyer  to  frame  an  act  that 
would  regulate  the  exchanges  through  the  United  States  mail, 
and  thus  place  the  exchanges  under  the  jurisdiction  of  the  Post- 
master General.  The  absurdity  of  this  last  everyone  recognizes. 
While  no  one  would  now  deny  that  the  Exchange  should  have  been 
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closed  earlier,  is  this  not  far  from  proving  that  the  govemmrait 
would  not  have  erred?  It  is  often  so  simple  to  draw  correct  con- 
clusions with  the  aid  of  historical  perspective  that  we,  too  often, 
in  our  post  mortem,  assume  that  we  would  have  made  a  correct 
interpretation  at  the  time.  As  a  matter  of  fact,  the  banks  rather 
favored  a  longer  delay  in  the  closing  of  the  Exchange,  which  is 
only  proof  of  the  liability  of  error  in  such  a  technical  problem 
even  with  the  best  ability  available.  The  Exchange  is  to  be  con- 
gratulated rather  than  condemned  on  the  effective  way  in  which 
it  closed  in  the  face  of  much  opposition.  It  is  largely  due  to  its 
action  that  a  great  financial  panic  was  prevented. 

In  conclusion  I  should  like  to  raise  questions  concerning  three 
points  urged  by  Mr.  Untermyer  which  I  do  not  believe  his  state- 
ments proved.  I  refer  to  his  oral  discussion,  as  I  have  not  had 
the  privilege  of  seeing  his  manuscript.  (1)  He  maintained  that 
"tremendous  losses  in  securities  values  were  experienced"  because 
the  Stock  Exchange  did  not  close  twenty-four  or  forty-eight  hours 
earlier.  And  he  adds  that  if  the  Stock  Exchange  had  been  under 
the  control  of  the  government  it  would  have  been  closed  in  time 
to  prevent  these  losses.  No  one  denies  the  fall  in  securities  prices, 
but  does  he  oifer  any  proof  that  the  government  would  have  closed 
the  Exchange  earlier,  or  even  that  it  would  not  have  closed  it  later? 
Does  not  Mr.  Untermyer  assume  that  the  judgment  of  the  same 
individuals  when  acting  in  a  governmental  capacity  is  infallible 
if  what  he  says  is  true?  (2)  Mr.  Untermyer  states  that  the  capi- 
tal stock  of  the  Reading  Railroad  was  turned  over  forty-three 
times  in  one  year;  consequently  he  assumes  that  the  stock  was 
manipulated.  The  stock,  as  far  as  I  know,  may  have  been  manipu- 
lated, but  this  does  not  prove  it.  A  Chicago  merchant  told  me  the 
other  day  that  he  had  purchased  some  goods  which  had  been 
bought  and  sold  five  times  before  they  reached  him.  Now  it  cannot 
be  assumed  without  further  evidence  that  manipulation  existed. 
It  is  interesting  to  note  that  the  thirteen  securities  to  which  Mr. 
Untermyer  referred  were  probably  the  most  speculative  stocks  of 
the  whole  list  on  the  Stock  Exchange,  and  it  is  not  fair  that  these 
should  be  designated  as  indicating  the  average  condition  on  the 
Exchange.  While  unwarranted  buying  and  selling  may  have  ex- 
isted in  these  particular  securities  in  the  past,  it  can  hardly  be 
said  to  have  been  the  condition  in  the  last  two  or  three  years. 
Further,  it  is  interesting  to  note  that  he  has  made  no  mention 
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of  the  change  that  took  place  in  the  property  values  of  these  par- 
ticular companies  that  he  referred  to,  both  in' his  brief  and  his 
paper  before  the  Association.  (8)  Mr.  Untermyer  implied  that 
the  Stock  Exchange  was  largely  responsible  for  the  crippling  of 
the  money  market  of  New  York  in  1907.  It  probably  did  have 
an  influence  along  with  a  great  many  other  factors,  but  before 
his  statement  can  be  accepted,  would  he  not  have  to  explain  why 
and  how  the  New  York  banks  distributed  practically  a  quarter  of 
a  million  in  currency  to  other  parts  of  the  country?  Secretary 
Cortelyou  in  his  annual  report  of  1907  says  of  this  period :  "The 
national  banks  outside  of  New  York  City,  in  spite  of  heavy  de- 
mands upon  them,  were  able  by  the  aid  of  New  York  to  maintain 
an  amount  of  cash  in  December  actually  larger  by  a  small  amount 
than  they  held  at  the  date  of  the  previous  report  on  August  SS, 
when  conditions  were  yet  relatively  tranquil." 

AsTHUB  Richmond  Mabsh:     The  particular  question  under 
discussion  here  this  morning  is  the  desirability  of  the  regulation 
and  supervision  of  the  stock  exchanges  and  commodity  exchanges 
of  the  United  States  by  the  federal  government.    Mr.  Untermyer, 
to  be  sure,  has  so  thrown  the  New  York  Stock  Exchange  into  the 
foreground  of  the  picture  that  little  attention  has  been  paid  bj 
him  or  the  other  speakers  here  today  to  the  stock  exchanges  of 
other  cities  or  to  the  commodity  exchanges  at  all.     The  indefen- 
sible practices  and  the  enormous  uncontrolled  power  of  the  New 
York  Stock  Exchange  have  been  the  burden  of  Mr.  Untermyer's 
discourse;  and  he  has  striven  to  impress  upon  this  audience  of 
trained  economists  the  necessity  of  governmental  control  if  the 
indefensible  practices  are  to  be  abated,  and  the  propriety  of  gov- 
ernmental control  if  the  enormous  power  is  to  be  kept  within  the 
bounds  of  the  public  interest.    He  has  shown  very  clearly  his  opin- 
ion that,  quite  apart  from  the  means  that  may  need  to  be  taken 
for  the  cure  of  specific  evils,  it  is  a  general  truth  that  govern- 
mental regulation  becomes  imperative  for  any  department  of  busi- 
ness as  soon  as  it  is  seen  that  the  community  at  large  is  vitally 
affected  by  what  goes  on  within  that  department  of  business.    His 
conception  of  the  organization  of  society  and  of  government  is 
that  only  the  unimportant  businesses  should  be  left  to  the  free 
activities   of  private   individuals,   but  that   all  businesses   which 
grow  to  importance  should  be  removed  from  the  domain  of  private 
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initiative  and  brouglit  within  the  sphere  of  governmental  action. 
He  obviously  rejects  the  notion  that  substantia!  justice  can  be  at- 
tained, as  between  any  great  business  and  tlie  rest  of  society, 
through  the  operation  and  influence  of  the  enlightened  self-interest 
and  the  moral  ideals  of  those  immediately  engaged  in  that  business. 
To  him  the  inherent  weakness  and  un regeneration  of  the  individual 
members  of  society  and  the  inherent  righteousness  and  justice  of 
the  government  established  by  society  have  evidently  become  the 
only  sound  philosophy  of  the  state.  He  points  to  the  manner  io 
which  we  have  subjected  the  railroads,  the  telegraph  and  telephone 
companies,  the  banks,  the  insurance  companies,  and  now  all  the 
great  business  enterprises,  to  governmental  control  and  regulation, 
as  these  have  emerged,  one  after  the  other,  from  their  small  be- 
ginnings and  acquired  a  general  consequence  to  the  public.  And  he 
urges  that,  inasmuch  as  the  New  York  Stock  Exchange  affects  the 
interests  and  welfare  of  very  large  numbers  of  persons  all  over  the 
country,  it  too  should  be  placed  Jn  the  category  of  things  govern- 
mentally  directed  and  supervised.  In  arguing  for  this  contention 
he  derives  what  may  be  called  his  psychological  appeal  from  the 
recital  of  alleged  abuses  of  power  and  evils  of  practice  on  the 
part  of  the  Stock  Exchange,  its  governors  and  members.  His 
economic  and  political  appeal,  however,  comes  from  the  doctrine 
which  he  evidently  holds  that  the  thing  to  strive  for  now  in  this 
country  is  an  enormous  increase,  or  even  exaggeration,  of  the 
function  of  government,  and  a  corresponding  diminution  of  the 
self -regulated  freedom  of  individual  citizens  in  their  various  activi- 
ties and  pursuits.  In  other  words,  he  would  have  us  reverse  the 
theory  of  our  society,  as  we  have  inherited  it  from  the  past,  exalt- 
ing that  which  we  have  held  in  small  esteem,  the  power  of  govern- 
ment, and  abasing  that  which  we  have  believed  to  be  the  par- 
ticular means  of  our  nobler  success  in  the  world,  the  self -directing 
and  self-governing  energy  of  our  private  citizens,  limited  only  by 
general  laws  embodying  the  accumulated  wisdom  of  the  race  upon 
the  conduct  of  men  In  society. 

It  is  only  proper  that  a  participant  in  a  public  discussion,  such 
as  is  now  going  on  both  here  and  elsewhere  with  regard  to  Mr. 
Unterrayer's  proposals  in  connection  with  the  Stock  Exchange, 
should  make  clear  to  his  hearers  at  the  start  what  his  own  point 
of  view  is  about  the  doctrine  of  the  social  and  economic  advantage 
of  governmental  control  and  regulation  of  the  important  business 
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activities  of  the  community.  For  this  reason  I  venture  to  say  fox 
myself  that  I  do  not  share  in  the  least  degree  Mr.  Untermyer's 
views.  I  have  ceased  to  believe  in  that  fundamental  conception 
of  the  assumed  superior  organization  of  society  and  more  benefi- 
cent function  of  government,  from  which  the  theory  of  the  advan- 
tage of  governmental  interposition  in  the  conduct  of  businesses, 
however  important  to  the  community,  proceeds.  I  have  had  per- 
haps unusual  opportunities  to  observe,  during  some  fifteen  years 
past,  the  actual  work  done  by  the  ever-increasing  number  of  gov- 
ernmental agencies  concerned  with  the  conduct  of  affairs,  and  this 
work  has  seemed  to  me  to  be,  substantially  without  exception,  igno- 
rant, ineffective,  bungling,  and  unfortunate  in  its  effects.  I  do 
not  know  where  any  good  to  the  body  politic  can  be  pointed  to  as 
having  come  from  the  commissions,  departments,  bureaus,  or  what- 
ever they  may  be  called,  which  have  been  so  numerously  created  by 
the  nation  and  the  states  for  the  regulation  of  this  or  that  of  our 
important  businesses.  I  have,  however,  seen  them  in  a  multitude 
of  ways  deadening  enterprise,  limiting  ambition,  restricting  con- 
structive effort,  and,  perhaps  worst  of  all,  filling  with  a  kind  of 
mental  despair  the  finest  spirits  in  the  fields  of  their  activity. 
That  the  Interstate  Commerce  Commission,  for  instance,  has  been 
and  is  an  incubus  upon  the  railroads  of  the  United  States  appears 
to  be  self-evident  for  any  one  who  has  studied  the  actual  effects 
of  its  work,  with  a  mind  free  from  the  current  conventional  assump- 
tion, which  dominates  most,  that  the  Commission  is  a  kind  of  pal- 
ladium of  the  public  liberties,  in  so  far  as  the  railroads  are 
concerned. 

All  that  I  have  just  said,  however,  must  be  taken,  not  as  in- 
tended to  press  my  own  opinions  about  these  larger  matters,  but 
rather  as  a  necessary  indication  to  my  hearers  of  the  point  of 
view  from  which  I  approach  the  particular  matter  of  Mr.  Unter- 
myer's  proposed  subjection  of  the  Stock  Exchange  to  governmental 
control  and  supervision.  Antecedently,  in  the  light  of  my  observa- 
tion of  governmental  control  and  supervision  in  other  directions, 
I  am  opposed  to  what  Mr.  Untermyer  contends  for.  I  conceive  that 
the  economic  welfare  of  the  country  as  a  whole  requires  a  stock 
exchange  which  is  free  in  its  motions;  eager  in  its  search  for  op- 
portunities ;  active  in  its  endeavor  to  learn  all  that  can  be  learned 
of  the  changing  economic  and  financial  conditions  at  home,  and 
abroad;  ready  to  act  and  to  persuade  its  customers  to  act  upon 
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this  knowledge,  when  obtained;  and,  in  general,  strong  and  effi- J 
cient  as  the  organ  through  which  pulses  the  life-blood  of  the  eCO-  1 
nomic  body  politic.    Whatever  may  tend  to  impair  the  function  of  ' 
this  organ  appears  to  me  to  involve  incalculable  loss  to  the  higher 
industrial  and  commercial  effectiveness  of  our  entire  society;  and 
I  know  of  nothing  that  will  more  certainly  tend  to  this  impairment 
than  such  intenention  of  the  government  in  all  the  affairs  of  the 
Stock  Exchange  as  Mr.  Untermyer  argues  for. 

All  this,  however,  may  be  said  to  be  mere  opinion  and  to  be 
entitled  to  no  more  weight  than  Mr.  Untermyer's  opinion  on  the 
other  side.  I  think,  indeed,  that  it  may  truly  be  said  that  this 
whole  discussion  has  been  confined  for  the  most  part  to  opinion, 
and  that  very  little  attempt  has  been  made  to  reduce  to  concrete 
terms  the  general  proposition  of  government  regulation  of  the 
Stock  Exchange.  It  seems  to  me  worth  while  to  get  over  from  the 
field  of  abstractions  into  that  of  concrete  reahties,  in  so  far  as 
we  can  do  so.  There  is  in  Mr.  Untermyer's  project  one  feature 
which  is  wholly  concrete,  even  at  this  very  moment.  It  is  that 
the  control  and  supervision  of  the  Stock  Exchange  should  be 
entrusted  to  a  particular  administrative  officer  of  the  government, 
namely,  the  Postmaster  General.  Now  the  Postmaster  General 
of  the  United  States  is  a.  perfectly  concrete  individual,  who  is 
known  very  well  to  some  of  us,  in  respect  to  his  characteristics  as 
a  thinker,  as  a  legislator,  and  as  an  administrator.  His  name  is 
Albert  S.  Burleson;  and  before  he  became  Postmaster  General  he 
was  for  many  years  very  prominent  in  the  national  House  of  Rep- 
resentatives. Not  only  so,  but  Mr.  Burleson's  special  line  of 
activity  as  a  Congressman  was  regulating  business.  It  was  he, 
more  than  all  others,  who  busied  himself  with  the  governmental 
regulation  of  the  cotton  exchanges,  and  particularly  the  New 
York  Cotton  Exchange.  In  this  connection  he  was  fecund  in  bills, 
prolific  in  speeches,  incessantly  active  in  committees  and  in  the 
government  departments,  and  as  ingeniously  persistent,  above  and 
below  the  surface,  as  Mr.  Untermyer  himself.  There  is,  therefore, 
not  the  slightest  difficulty  in  ascertaining  both  Mr.  Burleson's  at- 
titude of  mind  and  his  practical  methods  in  the  application  of  the 
principle  of  governmental  control  and  supervision.  He  can  be 
followed  through  the  Congremonal  Record,  through  the  records 
of  hearings  before  the  House  Committee  on  Agriculture,  through 
the  monumental  work  of  the  Bureau  of  Corporations  upon  the  sub- 


SpeemUtiom  cm  the  Sioek  Rgchmmge^—Duemgnim  97 


jcct  of  cotton  czdiuges  mmd  tlieir  iniquities,  mmd  throo|^  tiie 
ctiliimns  of  the  inspired  peas. 

Nov,  what  stands  out  in  these  docionents  as  the  predominant 
diameteristic  of  the  Postmaster  General  is  that  he  is  a  thorou^il j 
a  priori  r^ohitor  of  business.  He  is  cntirdy  indifferent  to  knowl- 
edge of  the  facts,  as  a  prdiminary  to  r^olation;  he  forms  his 
regoIatiTe  opinions  first,  and  then  casts  aboat  for  aD^atiims  of 
fact,  in  order  to  make  out  a  case  for  his  ojHnions.  Nothing  is  too 
flimsj  and  improbabk  in  the  waj  of  rumored  fact  to  be  acceptaUe 
to  him  if  it  confirms  his  opinions;  nothing  is  too  substantial  and 
undeniable  to  be  dismissed  by  him  with  contempt  if  it  makes 
against  his  opinions.  He  will  seise  upon  an j  kind  of  economic 
absurditj  as  ample  justification  for  the  invasion  of  the  dearest 
rig^its  supposed  to  be  guaranteed  to  citizois  bj  the  constitution; 
snd  he  is  willing  to  run  anj  risks  of  paralyzing  a  great  depart* 
ment  of  the  country's  business,  of  bringing  great  losses  upon  Tast 
numbers  of  persons,  and  of  interfering  with  all  the  normal  courses 
of  domestic  and  international  commerce  and  finance,  prorided  he 
can  bring  to  realization  a  grotesque  theory  which  he  has  adopted. 
In  his  eyes,  unfortunate  and  perhaps  transitorily  abusiTe  incidents 
are  alone  worthy  of  attention;  and  he  is  indifferent  both  to  the 
Tast  mass  of  regular  and  wholesome  actirities,  in  which  such  in* 
cidents  are  scantily  interspersed,  and  to  the  curatiTe  processes 
which  are  at  cmce  set  in  motion  by  the  indignant  reaction  of  hen* 
oraUe  minds  against  these  incidents.  He  is  always  for  taking  the 
rare  and  abnormal  as  typical,  and  for  applying  the  whole  force  of 
the  goTemment  to  the  compulsory  adjustment  of  the  sound  and 
usual  to  formulas  conceived  from  the  standpoint  of  the  unsound 
and  unusuaL 

This  is  the  concrete  individuality  who,  if  Mr.  Untermyer  had 
succeeded  in  procuring  the  adoption  by  Congress  of  his  biU  to  regu- 
late the  Stock  Exchange,  would  actually  at  this  moment  be  con- 
trolling and  supervising  the  affairs  of  that  institution.  But,  it  will 
be  said,  postmasters  general  come  and  go ;  and  it  is  not  to  be  ex- 
pected that  Mr.  Burleson's  successors  will  be  of  his  kidney.  This 
much  is  certain,  however, — the  postmasters  general  of  the  future, 
whoever  and  whatever  they  may  be,  will  all  be  political  appointees, 
and  the  great  majority  of  them,  by  reason  of  the  localities  from 
which  they  come  or  by  reason  of  the  occupations  through  which 
they  have   attained  political  prominence,  will  have  virtually  no 
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direct  acquaintance  with  either  the  theory  or  the  practice  of  do- 
mestic and  international  finance.  At  the  best,  they  will  be  honest 
and  industrious  shoemakers  undertaking  to  regulate  watches,  if 
they  are  given  the  duties  to  perform  which  Mr.  Untermyer's  stock 
exchange  bill  implies. 

And  this  brings  me  to  what  Is  after  all  the  main  point  of  my 
argument.  It  is  possible  that  to  some  of  this  audience  I  may  have 
appeared  unduly  critical  with  regard  to  Postmaster  General  Bur- 
leson, and  even  to  have  been  moved  to  some  extent  by  considera- 
tions of  resentment  at  the  part  he  has  played  in  the  year-long 
agitation  for  the  deprivation  of  the  members  of  the  New  York 
Cotton  Exchange  of  their  freedom  of  judgment  and  action  in  their 
own  business.  I  cannot,  however,  be  charged  with  allowing  my 
opinions  to  be  determined  by  my  personal  feeling  toward  an  indi- 
vidual when  I  say  that  I  have  reached  the  conclusion  that  the  best 
obtainable  knowledge  and  fairness  of  mind  in  an  officer  of  the  gov- 
ernment would  yield  results,  in  the  way  of  discretionary  regulation 
of  the  Stock  Exchange  or  any  other  exchange,  quite  as  detrimental 
to  the  larger  public  good  as  would  an  extreme  predisposition  on 
the  part  of  such  an  officer  to  stretch  the  exchange  upon  the  Pro- 
crustean bed  of  his  own  prejudiced  theories.  To  illustrate  what  I 
mean,  and  with  no  intention  of  discourtesy,  I  am  going  to  take 
as  an  example  of  an  ideal  public  officer  for  this  particular  duty 
the  one  man  in  this  country  who,  in  the  opinion  of  the  judicious,  is 
at  once  the  most  competent  in  his  knowledge  of  security  and  com- 
modity exchanges  and  the  most  judicial  in  his  attitude  towards  the 
questions  involved  in  the  conduct  of  their  business.  I  mean  Pro- 
fessor Emery,  whose  address  you  have  this  morning  listened  to. 
Nobody  admires  more  than  I  the  work  which  as  an  economist  Pro- 
fessor Emery  has  done  in  this  field.  And  yet  I  am  convinced  that 
it  would  be  a  very  great  misfortune,  not  only  for  the  Stock  Ex- 
change, but  for  the  country  as  a  whole,  to  have  Professor  Emery, 
in  the  capacity  of  Postmaster  General,  compelled  as  a  part  of  his 
duly,  under  a  law  such  as  Mr.  Untermyer  proposes,  to  supervise 
and  regulate  the  Stock  Exchange.  For  acute  as  Professor  Emery's 
observation  has  been  of  the  facts  of  the  business  of  the  exchanges. 
sound  as  his  method  has  been  in  correlating  and  intrepreting 
the  facts,  trustworthy  as  are  his  general  conclusions  from  the  facts, 
it  is  still  apparent  to  one  who  has  lived  face  to  face  with  and 
actually  participated  in  the  operations  of  a  great  exchange  that 
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Professor  Emery  more  tluai  once  lays  the  emphasis  cm  the  wrong 
place,  that  thore  are  important  aspects  of  the  business  which  are 
▼irtoally  unknown  to  him,  and  that  he  overlooks  many  secrets  of 
the  function  of  the  exchanges.  For  example,  the  prominence  he 
giTes  to  the  specolatire  actirities  of  these  markets  and  his  sobordi- 
nation  of  their  distribatire  actirites  results  in  a  distinct  distort 
tion  of  the  picture  he  has  of  them  in  his  own  thought.  In 
particular,  the  great  insurance,  or  'hedging,"  functions  of  the 
exchanges,  both  for  conmiodities  and  for  securities,  which  in  recoit 
years  have  come  to  be  vastly  more  important  than  they  formerly 
were,   have   received  very  incomplete   attention   from   Professor 


If,  however.  Professor  EUnery  were  Postmaster  Greneral,  and 
his  duty  were  to  supervise  and  regulate  the  Stock  Exchange,  he 
would  have  no  other  course  open  to  him  but  to  be  guided  in  the 
exercise  of  his  vast  discretion  by  such  knowledge  of  the  facts  as 
he  has  and  by  the  conclusions  he  has  derived  from  those  facts. 
Under  the  pressure  of  his  general  duties  he  could  not  hold  his  hand, 
pending  a  fresh  examination  of  the  phenomena.  He  must  act; 
and  he  must  act  according  to  the  best  judgment  which  the  state 
of  his  knowledge  makes  possible.  And  if  he  were  to  do  so,  given 
his  unquestioned  competency  in  this  very  field,  he  would,  in  my 
opinion,  produce  very  fortunate  effects  in  respect  to  matters 
vitally  important  to  the  health  and  efficiency  of  the  Stock  Ex- 
change. The  institution  would  be  checked  and  clogged  in  its  most 
valuable  activities,  and  its  service  to  the  community  would  be 
lessened  to  an  incalculable  extent.  Here,  then,  is  the  true  reason 
for  my  own  inability  to  accept  as  beneficent  the  theory  or  the 
practical  details  of  Mr.  Untermyer's  measure,  intended  to  prevent 
in  the  future  the  abuses  on  the  Stock  Exchange,  which  he  alleges 
to  have  been  general  in  the  past  and  even  now  to  be  irremediable 
through  the  operation  of  moral  forces  within  the  Exchange  itself. 

J.  H.  Undekwood:  To  those  who  live  at  a  distance  from  the 
Exchange,  the  very  intricacy  of  its  mechanism,  the  uncertainty 
whether  we  understand  its  operations  on  the  whole  or  at  a  given 
time,  seems  in  itself  a  reason,  although  a  minor  reason,  why  we 
should  have  some  representation  in  the  oversight  of  its  activities. 
Since,  as  we  understand,  it  has  some  relation  to  prices  that  concern 
US,  som^  infiuenc^  on  values  of  securities  that  affect  us,  some  rela- 
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tion  at  times  to  losses  by  outsiders  who  are  not  discouraged  from 
investments,  it  seems  to  us  that  we  might  well  have  some  one  near 
at  hand  to  watch  it  with  our  eyes  and  with  more  disinterestedness 
than  is  probable  from  a  control  whose  chief  interest  is  profits. 
There  is  in  this  suggestion  no  question  whatever  of  the  business 
integrity  of  those  who  govern  the  Exchange. 

After  hearing  the  papers  of  the  discussion  it  seems  desirable 
that  some  one  expert  in  the  subject  should  connect  more  clearly 
the  argument  as  to  the  functions  of  speculation,  and  the  agency 
of  the  Exchange  in  speculation  with  the  extraordinary  extent  to 
which  the  process  that  has  been  described  as  "pyramiding"  is 
carried  on. 

Possibly  it  would  serve  the  good  of  the  outside  or  distant  public 
if  the  government  simply  had  some  representatives  in  the  member- 
ship of  the  Board  of  Governors  of  the  Exchange. 


Wm.  C.  Van  Antwebp:  In  an  adress  delivered  at  Yale  Uni- 
versity Mr.  George  W.  Alger,  speaking  of  our  moral  standards  in 
business  affairs  as  affected  by  recent  developments  in  America, 
used  these  words: 

Pessimism  has  always  a  knowing  air  and  it  usually  has  some  definite 
supeifieial  fact  or  other  to  point  to  as  its  justification.  But  the  notice- 
able thing  about  these  waves  of  general  pessimism  is  that  they  usuolly 
seem  to  come  a  little  late.  They  tend  to  get  strongest  when  the  reason 
for  coming  has  largely  disappeared.  .  .  .  These  pessimists  remind 
me  of  an  old  lady  in  my  native  city  who  made  a  specialty  of  going 
in  and  talking  about  death  to  convalescents.  Somehow  she  never 
seemed  to  get  aruund  to  prepare  her  sick  friends  for  death  until  after 
they  were  really  beginning  to  get  well,  and  she  would  then  discourse  on 
her  favorite  theme  so  earnestly  that  she  quite  overlooked  the  actual 
condition  of  the  patient. 

As  I  have  not  been  favored  with  an  advance  copy  of  Mr,  Unter- 
myer's  address,  I  have  listened  with  great  care  to  what  he  has  had 
to  say.  He  has  conveyed  the  impression  that  the  Stock  Exchange 
IS  an  important  institution;  here  and  there  his  pages  are  sticky 
with  a  little  syrupy  praise;  but  on  the  whole  he  would  have  us 
believe  that  iniquities  of  various  kinds  are  all  too  prevalent.  These 
iniquities  call  for  repression,  he  tells  us,  and  he  ofTers  to  set  them 
right  through  government  supervision  by  enforced  incorporation. 

That  the  Stock  Exchange  is  an  important  institution  calls  for 
no  comment  in  the  limited  time  allotted  for  a  discussion  of  Mr. 
Unlermycr's  paper.  Similarly  we  need  waste  no  time  over  his 
statement  that  there  are  a  few  honest  men  within  its  membership. 
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We  are  mainly  ccmcemed  here  with  the  statements,  first,  that 
iniquities  are  rife,  and,  second,  that  his  proposed  remedy  will  cor- 
rect them.  Mr.  Untermyer  makes  the  statement  here  and  else- 
where that  minipulation  is  an  important  part  of  the  business  of 
the  Exchange.  He  insists  that  the  existence  of  misleading  trans- 
actions of  this  character  constitute  a  valid  reason  for  incorpora- 
tion or  public  supervision.  If  such  transactions  really  do  exist, 
he  is  correct  in  his  conclusion.  But  he  does  not  tell  us  when, 
where,  or  how  these  alleged  transactions  manifest  themselves.  The 
Stock  Exchange  has  a  hard  and  fast  rule  absolutely  prohibiting 
such  transactions  and  we  should  be  very  glad  to  have  any  informa- 
tion that  Mr.  Untermyer  can  give  us  in  order  that  we  may  punish 
the  offenders.  It  is  Mr.  Untermyer's  duty  to  do  this,  but  he  owes 
a  still  greater  duty  to  the  state.  Manipulation  of  any  kind  is 
prohibited  by  the  Penal  Law  of  the  State  of  New  York,  Chapter 
S5S.  Mr.  Untermyer,  as  a  lawyer,  is  an  officer  of  the  court,  and 
it  is  his  duty  to  report  to  the  district  attorney  any  evidence  which 
he  may  have  tending  to  show  a  violation  of  this  statute.  He  has 
an  added  duty  as  a  public-spirited  citizen  who  seeks  the  confidence 
of  his  feUow  men.  Nothing  remains  to  be  said.  The  fact  that  he 
has  not  reported  these  alleged  infractions  of  the  Penal  Law  to 
the  district  attorney  or  to  the  officials  of  the  Stock  Exchange 
speaks  for  itself. 

Lincoln  is  said  to  have  laid  down  this  legal  maxim :  ^^In  law  it 
is  good  policy  never  to  plead  what  you  need  not,  lest  you  be  obliged 
to  prove  what  you  cannot." 

The  gentleman  who  just  addressed  you  is  too  good  a  lawyer  to 
ignore  this  warning,  in  so  far  as  it  applies  to  a  court  of  law.  But; 
he  is  not  now  in  court.  Here  he  pleads  too  much  and  proves  too 
little.  His  assertion  that  misconduct  prevails  within  the  Stock 
Exchange  is  utterly  unsupported ;  he  asks  you  to  take  his  word  for 
it,  because,  unless  you  accept  that  obiter  dictum^  his  whole  struct- 
ure falls  to  the  ground.  Each  charge  made  here  has  been  dissected 
and  analyzed  by  competent  authority;  all  the  evidence  that  could 
be  brought  to  bear  pro  and  con  has  been  submitted  to  the  Senate 
Committee  on  Banking  and  Currency,  and  I  will  gladly  place  it 
in  the  hands  of  every  person  present  in  order  that  he  may  analyze 
it  for  himself.  This  evidence  was  submitted  to  the  Senate  Com- 
mittee a  year  ago  in  a  protracted  public  hearing  resulting  from 
Mr.  Untermyer's  efforts  to  enact  into  law  his  pet  measure  of 
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in  corporation.  His  effort  wag  unsuccessful;  the  Senate  Committee 
has  not  even  reported  his  bill.  The  natural  inference  is  that  he  has 
failed  to  make  a  case,  but,  as  I  said  before,  you  may  judge  for 
yourselves  after  you  have  studied  both  sides  from  the  government's 
published  report  of  the  evidence.  I  think  you  will  find  that  what 
is  there  revealed  is  an  attempt  by  Mr.  Untermyer  to  exploit  the 
exceptional  in  order  to  attract  attention  to  a  theory  which  cannot 
otherwise  survive. 

The  gentleman  has  shrewdly  prepared  for  an  adverse  verdict 
on  his  specific  charges  by  supplementing  them  with  abstract 
charges.  He  says  in  effect  that  if  you  are  not  content  with  his 
unsupported  statement  of  specific  wrongs  actually  done,  you  are 
to  consider  the  power  which  the  Stock  Exchange  possesses, 
power,  he  tells  us,  which  may  conceivably  do  monstrous  things.  He 
has  of  course  a  perfect  right  to  argue  any  abstract  question 
long  as  he  confines  himself  to  abstractions,  but  when,  eloquent 
with  all  the  vitality  of  sophistry,  he  postulates  his  remedy  on  a 
thing  which  has  never  happened  but  which  merely  ma^  happen,  we 
call  upon  him  for  a  bill  of  particulars. 

Actually  the  case  is  this:  The  Stock  Exchange  could  not  exist 
if  the  enlightened  self-interest  and  sense  of  justice  of  its  members 
did  not  result  in  public  good;  instances  to  the  contrary  are  ex- 
ceptional, and  you  cannot  accept  as  a  valid  argument  again 
right  or  a  power  otherwise  well  established,  that  it  may  be  liable 
to  abuse,  unless  the  actual  demonstration  of  the  prevalence  of  such 
abuse  neutralizes  the  good  effects  of  that  power.  If  this  process  of 
reasoning  is  sound,  what  becomes  of  the  unsupported  contenticm 
to  which  you  have  just  listened? 

Of  course  the  Stock  Exchange  possesses  a  power  which  may  be 
wrongfully  exercised;  so  also  does  every  human  agency.  You 
and  I  have  within  us  the  power  to  do  murder;  the  church  possesses 
the  power  to  preach  heresy.  But  the  fact  that  we  do  not  do  these 
things  affords  a  tolerable  assurance  that  we  wiil  not  do  them,  and 
this  is  the  way  in  which  society  arrives  at  its  verdicts,  basing  it» 
conclusions  on  the  things  men  do  and  not  on  the  things  they  have 
power  to  do.  The  real  power  of  the  Stock  Exchange  is  the  power 
through  which  it  has  attained  its  eminence,  namely,  a  just  concep- 
tion of  duty  to  the  public,  a  definite  policy  founded  on  that  concep- 
tion, and  a  firm  execution  of  such  policy.  Dealing  in  the  evidences 
of  one-fifth  of  America's  material  wealth,  its  prices  accepted  by 
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courts  and  legislatures  as  the  standard  barometer  of  business  and 
trade,  where  would  it  be  today  but  for  a  general  recognition  of  its 
high  standards  of  business  morality?  And  where  would  any  of  us 
be  if  nightmares  of  bondage  were  imposed  upon  us  by  statute,  mere- 
ly because  we  possess  the  power  to  do  wrong? 

Proceeding  from  on€  sophistry  to  another,  Mr.  Untermyer  ar- 
rives at  his  second  point.  He  says  that  because  the  Stock  Ex- 
change possesses  such  power  it  should  be  forced  to  incorporate 
and  that  it  should  be  placed  under  the  control  of  the  Postmaster 
Greneral.  Now  then,  in  every  suggestion  of  this  kind,  having  to 
do  with  the  public  good,  the  burden  of  proof  as  to  the  justice  and 
wisdom  of  any  restrictive  measure  rests  on  the  authority  proposing 
it.  The  gentleman  evades  this  responsibility,  and  so  I  must  ask 
your  indulgence  whilst  I  look  into  this  proposal. 

The  Stock  Exchange,  as  Professor  Emery  has  shown  you,  is 
merely  a  meeting  place  for  its  members,  who  are  the  agents  of 
others.  It  is  a  voluntary  association,  and  not  a  corporation.  It 
has  grown  to  its  present  importance  through  the  wealth  and  de- 
velopment of  the  country.  Speculation  on  a  large  scale  has  ac- 
companied its  growth,  and  speculation,  I  need  scarcely  remind  this 
audience,  is  a  necessary  and  useful  part  of  all  business.  This 
speculation  numbers  among  its  adherents  people  in  all  parts  of 
the  world  who  have  a  perfect  right  to  speculate,  and  whose  opera- 
tions do  vastly  more  good  than  harm.  It  has  also  attracted  others 
who  have  no  business  to  speculate,  and  who  would  be  prevented 
from  doing  so  if  it  were  possible.  To  this  latter  class  Mr.  Unter- 
myer's  proposals  are  directed-  He  tells  us  that  government  can 
set  everything  right,  and  that  through  all-wise  and  beneficent  law- 
making the  ills  of  society  may  be  cured. 

It  is  an  ambitious  program,  affording  a  view  of  a  distant  Utopia 
and  of  the  Delectable  Mountains  of  humbug.  No  government  is 
or  can  be  better  than  the  governed ;  no  government  is  all-wise  and 
few  are  beneficent;  no  law  can  lift  a  people  above  the  level  of  its 
tastes  and  inclinations.  These  things  are  not  the  business  of 
government.  It  is  not  a  philanthropic  agency ;  it  cannot,  save  in  a 
restricted  sense,  protect  the  individual  against  himself.  All  that 
government  can  do,  in  or  out  of  the  Stock  Exchange,  is  to  secure 
an  ideal  measure  of  liberty  and  of  equal  opportunity  for  all  men, 
leaving  the  individual  to  work  out  his  own  salvation. 

But  the  Stock  Exchange  itself  can  do  much  more  than  this,  and 
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it  has  done  it.  It  has  attempted  to  put  an  end  to  unwise  and  i 
safe  speculation  bj  its  resolution  of  February  18,  1913,  prohibit- 
ing its  members  from  transacting  business  on  insufficient  margin, 
and  it  has  appointed  a  Committee  on  Business  Conduct  empowered 
to  sec  that  this  rule  is  obeyed.  Despite  the  fears  of  my  opponent, 
it  has  put  an  end  to  manipulation  through  its  resolution  of  Febru- 
ary 5,  1913,  and  here  too  a  standing  committee  with  large  powers 
enforces  that  law,  while  the  full  Board  of  Governors  determines 
what  punishment  shall  follow  its  violation.  I  shall  be  happy  to 
send  to  each  one  of  you  a  copy  of  the  constitution  of  the  New 
York  Stock  Exchange  in  order  that  you  may  see  how  earnestly 
we  strive  to  prevent  wrongdoing  by  our  own  members,  or  the  abuse 
of  our  facilities  by  non-members.  Perhaps  these  and  other  restrict- 
ive measures  may  prove,  as  time  passes,  to  be  insufficient.  In  that 
case  I  think  we  may  be  trusted  to  go  farther.  In  any  case  you 
will  find,  I  am  sure,  as  you  delve  into  our  affairs  (which  we  cor- 
dially invite  you  to  do),  that  the  governors  of  the  Eschange  and 
almost  all  its  members  are  men  as  deeply  imbued  with  the  potent 
spirit  of  honor  and  fair  deabng  as  are  the  men  who  make  the 
country's  Jaws.  Aside  from  the  heart  and  conscience  to  which  al] 
business  men  in  America  are  listening  today  as  never  before, 
members  of  the  Stock  Exchange  are  always  face  to  face  with  the 
fact  that  their  reputations,  their  good  names,  and  their  private 
fortunes  are  at  stake,  each  alike  dependent  upon  the  good  conduct 
of  the  business  in  which  they  are  engaged.  More  than  that,  they 
could  not,  if  they  would,  ignore  the  voice  of  public  opinion. 

Now  we  are  agreed,  I  am  sure,  that  while  men  cannot  be  remade 
by  statute,  they  can  be  and  they  are  kept  straight  by  what  the  pub- 
lic thinks  and  says  about  them,  and  this  is  as  true  of  laws  as  of  the 
men  who  make  them,  or  the  individuals  affected  by  them.  How- 
ever virtuous  and  high-minded  the  men  who  make  our  laws,  any 
restrictive  measure  aimed  at  the  Stock  Exchange  or  at  the  indi- 
vidual becomes  a  dead  letter  or  an  active  instrument  of  oppression 
and  graft  unless  it  is  rcenforced  by  that  which  is  above  law 
itself — the  supreme  voice  of  public  opinion.  The  legislative 
remedy  which  fails  to  recognize  this  truth  does  more  harm  than 
the  disease  it  professes  to  cure.  And  this,  as  it  seems  to  me,  ex- 
poses another  fallacy  in  Mr.  Untermyer's  contention  that  more 
and  more  laws  are  needed  to  do  for  the  Stock  Exchange  what  the 
honesty  of  its  members,  supported  by  public  opinion,  alone  can  do. 
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In  what  way,  then,  has  public  opinion  expressed  itself  on  this 
matter  of  incorporating  the  Stock  Exchange?  It  is  so  old  a  sub- 
ject, and  so  much  has  been  written  about  it,  that  I  cannot  do  more 
in  the  limited  time  allotted,  than  to  sketch  it  in  outline,  althou^  I 
shall  be  glad  to  place  in  your  hands  fuller  information  if  you  de- 
sire it.  The  English  Parliamentary  Conunittee  on  Foreign  Loans 
first  investigated  the  subject  in  1875,  rejecting  incorporation  tm 
these  grounds  (I  am  quoting  from  the  report)  : 

That  such  a  body  (the  Stock  Exchange)  can  hardly  be  interfered 
with  by  Parliament  without  losing  that  freedom  of  self-government 
which  is  the  only  life  and  soul  of  the  business. 

Again,  in  1877,  the  subject  was  referred  to  a  Royal  Conunission, 
which  reported,  after  a  year  of  investigation,  as  follows : 

In  the  main,  the  existence  of  the  Stock  Exchange  and  the  coercive 
action  of  the  rales  which  it  enforces  upon  the  transaction  of  business 
and  upon  the  conduct  of  its  members  have  been  salutary  to  the  interests 
of  the  public  .  .  .  Any  attempt  to  reduce  this  role  to  the  limits  of 
the  ordinary  laws  of  the  land  or  to  abolish  all  checks  and  safeguards 
not  to  be  found  in  that  law,  would  in  our  opinion  be  detrimental 
to  the  honest  and  efficient  control  of  the  business. 

I  am  sorry  I  cannot  go  into  this  report  in  detail;  here  I  can  only 
say  that  the  London  Stock  Exchange  remains,  to  this  day,  free 
from  the  fetters  sought  to  be  imposed  by  incorporation. 

The  proposal  was  next  heard  of  in  Berlin,  where,  in  February, 
1892,  the  Chancellor  of  the  Empire  appointed  a  commission  of 
twenty-eight  distinguished  lawyers,  economists,  merchants,  and 
landed  proprietors  to  pass  upon  the  question  of  imposing  re- 
strictions on  the  Berlin  Boerse.  This  commission  spent  twenty- 
one  months  at  its  labors,  reporting  adversely,  on  grounds 
similar  to  those  adopted  by  the  English  commission.  The  fact 
that  this  report  was  ignored,  that  the  politicians  took  matters  into 
their  own  hands  and  forced  the  enactment  of  hostile  laws,  and  that 
these  laws  brought  about  a  distaster  to  German  trade  and  industry, 
are  matters  of  history  which  have  been  admirably  treated  by 
Professor  Emery  in  his  "Ten  Years'  Regulation  of  the  Stock  Ex- 
change in  Germany.'*  The  greater  part  of  this  law  has  now  been 
repealed,  but  Germany  has  never  entirely  recovered  from  its  bale- 
ful eflFects.  Here  we  have  a  practical  illustration  of  an  instance 
where  government  regulation  caused  infinitely  more  harm  than 
the  difficulty  it  attempted  to  remedy. 

We  next  hear  of  this  project  in  New  York,  in  1909,  when  Gov- 
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emor  Hughes  appointed  the  famous  committee  of  which  aD  honored 
member  of  this  body,  Mr.  Horace  White,  was  chairman.  It  would 
be  futile  to  attempt  to  add  anything  to  the  reputation  of  that 
commission;  even  Mr.  Untermyer  has  pronounced  it,  "A  very 
eminent  commission."' 

After  calling  the  attention  of  the  Stock  Exchange  to  the  neces- 
sity for  various  reforms  (which,  I  am  proud  to  say,  the  Exchange 
has  adopted)  the  Hughes  Commission  referred  to  the  subject  of 
incorporation  in  these  words : 

We  have  been  strongly  urged  to  recommend  that  the  Exchange  be 
incorporated  in  order  to  bring  it  more  completely  under  the  authority 
and  supervision  of  the  slate  and  the  process  of  the  courts.  Under 
existing  conditions,  being  a  voluntary  organization,  it  has  almost  un- 
limited power  over  the  conduct  of  its  membera,  and  it  can  subject 
then)  to  instant  discipline  for  wrongdoing,  which  it  could  not  esercisc 
in  a  summary  manner  if  it  were  an  incorporated  body.  We  think  that 
power  residing  in  a  properly  chosen  committee  is  distinctly  advan- 
tageous. The  submission  of  such  questions  to  the  courts  would  involve 
delays  and  technical  obstacles  which  would  impair  discipline  without 
securing  any  greater  measure  of  substantial  justice.  While  this 
committee  is  not  entirely  in  accord  on  this  point,  no  member  is  yet 
prepared  to  advocate  the  incorporation  of  the  Exchange  and  a  majority 
of  us  advise  against  it,  upon  the  ground  that  the  advantages  to  be 
gained  by  incorporation  may  be  accomplished  by  rules  of  the  Ex- 
change and  by  statutes  aimed  directly  at  the  evils  which  need 
correction. 

These,  gentlemen,  are  all  conspicuous  and  historic  instances  in 
which  the  subject  of  incorporating  the  Stock  Exchange  has  been 
investigated  and  determined  by  experts.  Less  conspicuous,  but 
equally  emphatic,  was  the  rejection  of  Governor  Sulzer's  measure 
by  the  New  York  State  Legislature  in  1912  by  a  vote  of  33  to  7, 
after  protracted  hearings  at  which  Mr.  Untermyer  himself  ap- 
peared and  argued  for  incorporation.  Again,  only  last  year,  the 
matter  found  its  way  to  the  Senate  Committee  on  Banking  and 
Currency  at  Washington,  to  which  committee  was  reported  &  bill 
introduced  by  Senator  Owen  of  Oklahoma, — r  bill  drawn  by  Mr. 
Untermyer  himself,  and  argued  by  him  at  the  public  hearings  with 
great  force  and  ability.  Many  witnesses  appeared  against  it;  he 
alone  supported  it.     It  still  rests  in  committee. 

Finally,  there  is  the  investigation  at  the  hands  of  the  Committee 
on  Legislation  of  the  New  York  County  Lawyers  Association.  Mr. 
^Btcord  of  Hearinpt  befort  Senate  Committee  o»  BankiTig  and  Cmrency, 
p.  74. 
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Untermyer  was  himself  chairman  of  this  committee,  and  he  ap- 
peared and  argued  at  its  meetings  when  the  subject  of  incorpor- 
ating the  Stock  Exchange  was  imder  discussion.  This  committee 
made  two  majority  reports,  both  of  them  opposing  the  incorpora- 
tion of  the  Stock  Elxchange,  on  the  ground  that  the  measure  *^will 
produce  no  beneficial  changes  and  besides  will  do  positive  harm." 

With  your  permission  I  will  read  one  section  only  from  one  of 
these  majority  reports: 

The  bill  is  not  needed  to  enforce  an  honorable  conrse  of  conduct 
between  the  members  of  the  Exchange.  No  more  honorable  body 
of  men  exists  anywhere  in  the  world.  Transactions  involving  large 
fnms  of  money  are  consummated  every  minute  without  any  writing, 
and  only  by  a  movement  of  the  hand  or  a  nod  of  the  head.  In 
pursuance  of  the  desire  of  the  members  of  the  Exchange  to  have  all 
their  dealings  clean  and  above  board,  tremendous  power  is  given 
to  their  Board  of  Governors,  with  the  result  that  the  Board  is  able 
to  rule  with  a  firm  and  just  hand.  No  such  result  would  be  possible 
if  the  Exchange  were  incorporated. 

Now,  gentlemen,  where  do  we  stand?  Three  very  eminent  gov- 
ernment commissions  have  passed  upon  this  project  and  have  re- 
jected it.  The  New  York  State  Legislature  has  rejected  it;  the 
Law  Conunittee  of  the  New  York  County  Bar  Association  has  re- 
jected it,  and  a  committee  of  the  United  States  Senate  has  pigeon- 
holed it.  All  the  evidence  and  all  the  reports  are  at  your  service ; 
if  you  want  further  information  we  will  throw  open  to  you  any 
channel  of  inquiry  you  may  desire.  What  remains  is  the  fact 
that  there  must  be  something  fundamentally  wrong  with  this 
measure. 

It  is  always  the  safest  plan  in  judging  the  expediency  of  any 
measure  to  consider  its  possible  defects  as  well  as  its  possible  bene- 
fits, and  this  explains  the  consistent  rejection  of  incorporation  by 
those  accustomed  to  putting  facts  before  fancies  and  reason  before 
sophistry-  They  have  found,  as  I  have  shown  you,  that  no  good 
purpose  would  be  accomplished  by  the  incorporation  of  the  Ex- 
change ;  that  on  the  contrary  the  substitution  of  public  control  for 
the  control  exercised  by  the  Exchange  over  its  own  members  would 
be  detrimental  to  the  public  interest.  For  example,  a  vital  function 
of  the  Exchange  is  the  exercise  of  its  disciplinary  power  over  its 
members.  Under  our  Stock  Exchange  law  any  act  which  in  the 
judgment  of  our  governing  board  violates  "just  and  equitable 
principles  of  trade''  may  be  punished  as  severely  as  circumstances 
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warrant.  Because  we  are  a  private  association  we  may  impoM  ■ 
upon  our  members  standards  much  higher  than  the  standards  pre- 
scribed by  law,  and  this  is  one  of  many  much  standards.  When 
under  this  code  a  member  is  suspended  or  expelled  the  penalty 
becomes  operative  immediately,  and  while  he  may  of  course  turn 
to  the  courts,  it  is  a  remarkable  fact,  testifying  to  the  ability  and 
high  character  of  the  governing  committee,  that  its  action  in  ex- 
pelling or  suspending  a  member  has  never  been  interfered  with  by 
any  court  in  the  land. 

If  we  were  forced  to  incorporate,  what  would  happen?  The 
charter  would  provide,  among  other  things,  for  a  judicial  review 
of  the  actions  of  the  governing  committee,  and  courts  could  only 
interpret  our  laws  according  to  the  laws  of  the  land.  There  would 
be  countless  injunctions  and  stays  of  proceedings,  years  would  be 
spent  in  carrying  cases  to  higher  courts,  and  meantime  the  of- 
fending member  would  continue  his  activities  on  the  floor  of  the 
Exchange  although  his  behavior  there  might  constitute  a  serious 
menace  to  the  whole  body.  Discipline  could  not  possibly  be  main- 
tained in  such  circumstances,  and  the  standard  we  are  so  proud 
of, — "just  and  equitable  principles  of  trade," — would  come  to 
mean  only  what  the  courts  declared  it  to  mean.  This  is  what  the 
Parliamentary  Committee  of  1875  meant  when  it  said  that  inter- 
ference by  government  would  take  from  the  Stock  Exchange  "that 
freedom  of  self-government  which  is  the  life  and  soul  of  the 
business." 

"The  Exchange  applies  the  layman's  view  of  what  are  just  and 
equitable  principles  of  trade,"  said  Mr.  Milburn  in  a  memorable 
brief,  "and  Is  governed  more  by  moral  than  by  strictly  legal  con- 
siderations. There  is  a  wide  difference  in  such  matters  between 
what  is  just  from  the  point  of  view  of  honorable  conduct  and  what 
is  just  from  Uie  point  of  view  of  legal  rights.  It  is  on  this  principle 
that  members  of  the  Exchange  have  been  punished  by  expulsion  or 
suspension  for  acts  contrary  to  the  morals  of  business,  but  with- 
out any  taint  of  wrong  in  them  in  a  legal  sense."  He  goes  on  to 
say,  in  language  from  which  I  am  sure  you  will  not  dissent,  that 
"There  is  no  comparison  between  the  competency  of  the  governing 
committee  as  a  tribunal  to  try  such  cases,  with  its  experience  and 
intimate  knowledge  of  the  business  and  its  appreciation  of  the 
effect  of  the  acts  with  which  the  member  is  charged,  and  the  ci 
petency  of  the  ordinary  judge  without  that  experience,  knowledj 
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and  apprecUtioii.  .  .  .  These  are  reasons  for  onr  statement  that 
a  foil  judicial  review  of  the  disciplinary  judgmoits  of  the  gOTem- 
ing  committee  would  lower  the  whole  tone  of  the  Exchange  and 
radically  impair  its  standard  of  jost,  equitable,  and  honest  dealing. 
Any  moT^nent  which  deteriorates  its  standard  is  inimical  to  the 
public  interest  to  a  degree  commensurate  with  the  vast  dealings 
of  which  it  is  the  center,  and  with  the  function  it  performs." 

My  opponoit  argues  that  because  of  its  large  relationship  with 
the  whole  public  the  Stock  Exchange  really  exercises  a  function 
of  nation-wide  importance  as  a  sort  of  public  utility  and  that  its 
control  properly  belongs  to  the  government.  Where  privileges, 
franchises,  or  monopolies  have  been  granted,  yes.  But  the  Stock 
Exchange  neither  asks  nor  receives  anything  f rcMn  the  state  or  the 
nation,  nor  does  it  ask  or  receive  immunity  from  any  law  which 
government  or  state  may  enact.  Members  of  the  Exchange  are 
just  as  amenable  to  the  laws  of  the  land  as  other  persons,  and  a 
prohibited  act  is  just  as  unlawful  on  the  Exchange  as  anywhere 
else.  When,  for  example,  the  state  legislature  enacted  the  law 
prohibiting  manipulation,  that  law  became  just  as  applicable  to 
transactions  within  a  voluntary  association  as  it  would  be  if  it 
were  incorporated.  Hence  the  necessity  of  regulation  on  this 
score  is  not  an  argument  for  incorporation,  since  it  may  more  easily 
and  less  dangerously  be  accomplished  by  general  laws. 

Mr.  Untermyer  wants  the  government  to  have  access  to  the 
books  and  accounts  of  members  of  the  Exchange,  in  order  that  the 
Postmaster  Greneral  or  his  subordinates  may  see  what  is  going  on. 
As  I  have  just  explained  to  you,  members  who  violate  any  general 
law  may  be  summoned  to  court  with  all  their  books  and  papers. 
But  this  is  not  enough;  there  is  to  be  a  body  of  public  officials, 
political  henchmen,  constantly  examining  the  books  and  papers  of 
1100  members  of  the  Exchange  to  ascertain  whether  they  have  vio- 
lated the  charter  of  incorporation.  I  should  say  the  taxpayers 
would  have  something  to  say  about  this ;  certainly  the  moral  sense  of 
the  conununity  will  recoil  from  an  espionage  at  once  so  impractica- 
ble and  so  intolerable.  The  gentleman  who  proposes  this  form  of 
servitude  is  a  lawyer;  his  profession  also  is  one  invested  with  a 
public  interest;  immense  power  for  good  or  for  evil  rests  upon  its 
shoulders;  from  time  to  time  grave  abuses  appear  which  the  bar 
as  a  whole  deplores,  and  which  it  strives  earnestly  to  prevent. 
Would  the  gentleman  welcome  a  proposal  to  throw  open  all  his 
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and  all  tbe  affairs  of  his  clients  to  t 
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books  and  papers 
spies  and  detectives?  Would 
eral  a  right  to  act  as  judge,  jury,  prosecuting  attoniej,  and  execu- 
tioner in  all  ilia  professional  affairs?  He  would  resist  such  a 
proposition  to  the  utmost,  and  he  would  be  generously  supported 
in  so  doing  by  an  aroused  public  opinion. 

I  cannot  go  into  this  subject  further,  because  my  time  is  nearly 
gone.  Public  regulation  and  control  of  the  Stock  Exchange  when 
analyzed  is  without  useful  purpose,  practicability,  or  meaning. 
That  the  Stock  Exchange  is  not  perfect  is  conceded;  few  hu- 
man agencies  are  perfect.  But  the  measure  that  is  here  pro- 
posed is  without  efficiency  or  merit  to  remedy  those  imperfections. 
It  is  not  merely  a  15-inch  gun  to  be  used  to  shoot  sparrows,  &a 
Mr.  Conant  has  described  it,  but  it  is  a  new  and  untried  weapon 
which,  like  many  similar  inventions,  may  conceivably  recoil  or  burst 
with  consequences  much  more  serious  to  the  bystanders  than  to  the 
evils  it  seeks  to  annihilate.  I  do  not  ask  you  to  accept  my  un- 
supported statement  on  this  score,  but  I  do  ask  you  to  remember 
that  this  project  has  been  considered  for  forty  years  by  experts 
and  condemned  by  them  all,  in  official  reports,  briefs,  and  other 
memoranda,  all  of  which  are  open  for  your  inspection. 

One  word  more  and  I  shall  have  finished.  The  gentleman  hu 
said  in  a  letter  to  the  New  York  Times  on  November  24,  and  he, 
has  repeated  the  statement  here  today,  that  the  action  of  the 
governors  of  the  Exchange  in  the  recent  crisis  incident  to  the  out- 
break of  war  was  "irresponsible,"  that  it  was  "a  foohsh  and  des- 
perate  blunder,"  dictated  only  by  selfish  motives,  that  it  was 
"anomalous"  and  "intolerable,"  and  that  the  present  "uncontrolled 
license"  enjoyed  by  the  Stock  Exchange,  "spells  panic  and  general 
disaster  for  the  rest  of  the  country,"  and  so  forth,  bruising  th^ 
unresisting  air  with  invective  and  passion.  He  was  in  Europe 
during  this  crisis,  and  he  has  fallen  into  error.  It  is  not  the  habit 
of  the  Stock  Exchange  to  boast  of  its  achievements,  but  I  am  sure 
this  audience  understands  that,  under  the  leadership  of  our  famous 
Committee  of  Five,  the  Stock  Exchange  was  at  all  times  in  close 
contact  with  the  best  advice  and  assistance  the  country  affords, 
that  its  action  was  unselfish  and  public-spirited,  and  that  all  its 
work  in  this  crisis  has  been  generously  applauded  by  officials  of  the 
government,  by  the  banking  interests,  and  by  the  press. 

I  am  sorry  that  my  distinguished  friend  should  be  so  unhappj 
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about  it,  and  my  sorrow  is  mingled  with  solicitude.  As  I  have  lis- 
tened to  him,  I  have  been  thinking  of  Sterne's  advice  to  Smollett, 
who  had  been  visiting  the  Continent  and  saw  everything  in  a 
jaundiced  light.  "Pll  tell  it,"  he  cried,  "to  the  world."  But 
Sterne  gently  counselled  him  to  tell  it  to  his  physician. 

W.  Z.  Ripubt:  Mr.  Emery  asserts  that  the  members  of  the 
Stock  Exchange  are  nothing  but  agents  for  outside  speculators, 
and  that  the  Exchange.in  its  corporate  capacity  performs  no  com- 
mercial function.  Is  this  strictly  true?  Are  there  not,  for  ex- 
ample, two  acts  of  the  managers  of  the  Exchange  at  least  which 
directly  affect  the  public,  such  as  the  admission  of  securities  to 
trading  and  the  striking  of  them  from  the  list?  Has  not  the 
power  and  influence  of  great  bankers  and  Stock  Exchange  leaders 
at  times  in  the  past  been  responsible  for  the  admission  of  securities 
without  as  great  publicity  as  to  the  standing  of  the  company  as 
was  required  of  others,  who  had  not  that  standing?  Certainly  an 
arbitrary  exercise  of  power  under  such  circumstances  is  invited. 
And  it  would  seem  as  if  such  power  should  be  hedged  about  by 
some  measure  of  restriction.  The  one  great  safeguard  is  always 
publicity.  A  complete  disclosure  of  all  details  as  to  promotion 
and  financial  standing  should  be  required  impartially.  Whether, 
under  present  conditions,  in  absence  of  incorporation,  this  con- 
dition obtains  is  matter  for  debate. 
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By  Royal  Meekeb 
Commissioner  of  Labor  Statistics 

The  American  people  are  alarmed  at  the  high  and  ever-increasing 
cost  of  living.  In  casting  about  for  the  true  explanation  of  high 
and  increasing  prices,  the  railroads  and  the  middlemen  have  been 
severely  condemned  as  being  very  largely  responsible  for  the  un- 
desirable condition  of  things.  The  gold  supply  is  believed  by 
many  to  have  had  a  causal  finger  in  the  rising-price  pie.  The  fact 
of  increasing  cost  of  the  means  of  subsistence  has  large  ethical 
aspects.  The  public  quite  rightly  wants  to  know  what  influences 
have  been  boosting  prices.  If  it  can  be  shown  that  certain  indi- 
viduals or  groups  or  classes  of  individuals  have  with  malice  afore- 
thought forced  prices  higher  than  conditions  of  production  and' 
consumption  would  warrant,  the  American  public  cannot  be  ex- 
pected to  deal  kindly  with  such  persons.  The  increasing  gold 
supply  may  be  largely  responsible  for  increasing  prices,  but  the 
gold  supply  cannot  be  brought  to  book  for  its  conduct, — ^it  cannot 
be  haled  before  the  courts  and  fined  or  imprisoned.  The  people 
want  to  make  somebody  suffer  for  the  sufferings  they  are  obliged 
to  suffer.  The  gold  supply  can't  be  made  to  suffer,  so  the  people 
refuse  to  get  excited  about  the  gold  supply  and  turn  to  the  rail- 
roads and  the  merchants.  The  railroads  can  be  brought  before 
the  courts  and  conmierce  commissions  and  made  to  suffer  in  the 
persons  of  their  directors,  officers,  and  shareholders.  Merchants 
can  be  punished  for  breaking  laws  and  they  can  be  publicly  pil- 
loried for  refraining  from  breaking  the  laws  in  ways  which  are 
detrimental  to  the  public.  The  people  are  suspicious  of  attempts 
to  boost  freight  rates  and  commodity  prices. 

This  mental  attitude  of  the  public  is  perfectly  sound.  The 
danger  lies  in  the  unrivaled  means  existing  to  manufacture,  collect, 
collate,  and  disseminate  facts  that  are  not  so  and  the  almost 
unlimited  capacity  of  the  public  to  absorb  misinformation — ^to  get 
things  wrong — and  at  once  to  demand  legislative  remedies  for 
evils  that  either  do  not  exist  at  all  or  exist  in  different  ways,  de- 
grees, and  places  than  are  supposed.  I  am  inclined  to  think  that 
the  remedy  for  the  high  cost  of  living  can  be  found  neither  in 
the  newly  created  Trade  Commission,  the  Parcel  Post,  nor  the 
free  public  market.    All  these  are  good  so  far  as  they  go  and  for 
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certain  purposes.  Taken  altogether  they  may  effect  some  slight 
reductions  in  the  cost  of  some  few  articles.  The  notion,  however, 
that  the  function  performed  by  the  middleman  can  be  dispensed 
with  through  the  Parcel  Post  and  free  public  markets  is  nonsensi- 
caL  Not  even  a  beginning  can  be  made  toward  utilizing  the  Parcel 
Post  and  the  free  public  market  to  reduce  prices  without  expending 
brains  and  time  and  trouble  upon  the  problem  of  distributing 
conmiodities  to  consumers.  The  middleman  may  be  eliminated,  but 
the  function  performed  by  him  cannot  be  eliminated.  If  the 
grocer  does  not  come  between  the  farmer  and  the  consumer,  then 
either  the  farmer  or  the  consumer  has  to  play  grocer.  According 
to  the  law  of  probability,  the  middleman  ought  to  be  the  same  kind 
of  a  man  as  the  endman.  There  are  dishonest  middlemen,  greedy 
middlemen,  incompetent  middlemen,  and  superfluous  middlemen, 
just  as  there  are  dishonest,  greedy,  incompetent,  and  superfluous 
farmers,  manufacturers,  mine  owners,  and  workmen.  If  war  is  to 
be  declared  against  dishonesty,  greed,  incompetence,  and  super- 
fluity, I  am  for  enlisting,  but  I  do  not  want  any  general  orders 
to  shoot  at  these  things  only  when  they  are  personifled  in 
middlemen. 

If  the  middleman  is  any  more  untrustworthy  and  inefficient  than 
any  other  class  of  producer,  there  must  be  something  about  the 
middlemanning  business  whereby  honesty  and  competency  are  pun- 
ished and  dishonesty  and  incompetency  are  rewarded  to  a  greater 
degree  than  prevails  in  other  lines  of  productive  enterprise.  I  do 
not  believe  there  is  any  immutable  economic  law  that  compels  all 
middlemen  to  lie,  cheat  and  steal,  or  be  competed  right  off  the  map. 
Selling  country  produce  on  commission,  however,  does  subject  the 
commission  merchant  to  severe  temptations,  and  too  often  he  has 
succumbed  thereto-  If  Diogenes  and  Aristides  had  been  driven  by 
force  of  circumstances  to  live  by  selling  fruits,  vegetables,  dairy 
butter  and  eggs  on  commission,  the  one  would  never  have  been 
ostracized  from  the  Athenian  State  because  he  was  just  and  the 
other  never  would  have  begun  his  search  for  an  honest  man,  and 
incidentally  he  would  have  saved  himself  the  price  of  his  lantern. 

Hundreds  of  instances  are  cited  to  show  the  abysmal  depravity 
of  commission  merchants.  There  can  be  no  doubt  that  some  com- 
mission merchants  do  falsify  their  accounts  and  deliberately  fleece 
their  consignors  whenever  they  can  do  so  with  impunity.  The  great 
majority  of  cases,  however,  in  which  farmers  have  shipped  produce 
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to  commission  merchants  and  have  received  little  or  nothing  in 
return,  are  not  cases  of  dishonesty  at  all.  When  the  farmer  stiffers 
a  loss  on  a  consignment  to  a  commission  merchant,  in  most  in- 
stances the  loss  is  due  to  ignorance  of  real  market  conditions,  bad 
packing,  bad  judgment  in  selecting  and  grading,  poor  transporta- 
tion arrangements,  or  inability  to  get  the  products  to  the  consumers 
quickly  enough.  Wlien  the  differentials  between  the  prices  received 
bj  the  farmer  and  the  prices  paid  by  the  consumers  are  phenome- 
nally large,  it  is  generally  due  to  the  ignorance  and  inertia  of 
consumers  and  producers  coupled  with  the  greed,  timidity,  and 
stupidity  of  retailers.  The  lack  of  coordination  in  distributing 
commodities  is  almost  perfect.  The  resulting  waste  is  stupendous. 
For  example,  cantaloupes  were  shipped  last  August  into  Washing- 
ton in  such  quantities  that  commission  merchants  refused  to  handle 
them  at  all.  On  one  day  in  the  same  month  58  carloads  of  peaches 
were  dumped  into  St.  Louis,  which  ordinarily  can  absorb  about 
14  or  15  carloads  a  day  during  the  peach  season.  On  one  day  last 
month  116  carloads  of  apples  struck  New  York  City.  The  marked 
was  so  glutted  that  a  shipment  of  apples  from  northeastern  Penn- 
sylvania netted  the  consignor  only  about  17  cents  per  bushel  after 
freight  and  commission  charges  had  been  paid.  During  this  au- 
tumn Virginia  apple  growers  sold  apples  f.o.b.  for  the  Glasgow 
market  at  $1.S5  per  barrel.  The  barrels  cost  from  38  cents  to  -tS 
cents  apiece.  After  the  expenses  of  picking,  sorting,  grading, 
and  packing  are  deducted  there  is  left  not  more  than  50  cents  per 
barrel  to  pay  for  spraying,  cultivation,  overhead  charges,  and 
interest  on  investment. 

While  apple  growers  were  thus  unable  to  get  prices  sufficient  to 
pay  the  costs  of  production,  I  as  an  "ultimate  consumer"  was 
obliged  to  pay  75  cents  per  alleged  half-bushel  for  apples  of  in- 
ferior grade,  poorly  packed,  and  much  bruised.  The  consumer 
was  paying  at  the  rate  of  $1.60  to  $2.00  per  bushel  for  poor 
apples  at  the  time  when  the  producer  was  receiving  from  14  cents 
to  17  cents  per  brushel  for  first  grade  apples.  The  differential  is 
enormous,  but  it  represents  waste  rather  than  profits.  Thousands 
of  similar  cases  could  be  recited,  and  every  such  instance  is  set 
down  by  the  farmer  as  another  swindle  perpetrated  at  his  expense. 
In  reality,  the  fault  is  due  to  a  lack  of  coordination  in  our  eco- 
nomic system,  and  scarcely  at  all  to  the  dishonesty  of  individuals. 

In  my  opinion  salvation  can  be  achieved  neither  by  prosecution 
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of  eommission  men  nor  by  elimination  of  them»  but  by  organisation 
of  the  market.  If  all  the  present  generation  of  commission  mer- 
chants were  put  in  jail,  that  would  not  repay  the  losses  suffered  by 
farmers,  neither  would  it  prevent  a  fresh  generation  from  opening 
up  in  the  conunission  business.  If  dealing  in  farm  produce  on  com- 
mission were  forbidden  by  law,  either  the  law  would  be  evaded, 
disregarded,  or  declared  unconstitutional,  as  frequently  happois, 
or  other  persons  would  be  obliged  to  perform  the  function  now 
performed  by  the  conmiission  merchants.  The  law  can  effect  some 
improvement  by  licensing  and  bonding  conunission  merchants  and 
subjecting  them  to  federal  inspection,  thus  making  dishonest  prac- 
tices so  unprofitable  that  there  can  be  no  doubt  but  that  honesty 
is  the  best  policy. 

Nothing  much  worth  while  can  be  accomplished  by  legislation, 
however,  toward  saving  the  immense  waste  in  transporting  and 
marketing  farm  commodities.  The  only  way  to  bring  producer  and 
consumer  effectively  and  permanently  together  is  through  what  I 
have  termed  organization  of  the  market. 

The  first  step  to  be  taken  is  to  organize  the  farmers  into  local 
cooperative  associations.  The  object  of  these  associations  should 
be :  first,  to  determine  upon  the  crop  or  crops  to  be  grown  for  ship- 
ment to  market ;  second,  to  insist  upon  proper  methods  of  growing 
the  crops  agreed  upon;  third,  to  standardize  and  guarantee  the 
quality  of  the  products  shipped ;  fourth,  to  superintend  the  gather- 
ing, grading,  and  packing  of  the  crops ;  fifth,  to  arrange  for  proper 
and  sufficient  means  of  transportation,  handling,  shipping,  and 
terminal  facilities;  sixth,  to  bargain  with  railroads  and  other 
transportation  companies  for  a  freight  rate  that  will  be  a  livable 
rate  for  both  the  farmer  and  the  transporter. 

The  farmers'  association  must  obtain  the  fullest  information  as 
to  the  kind  and  the  quantities  of  products  that  have  been  demand- 
ed in  the  past  and  are  likely  to  be  demanded  in  the  future  in  the 
markets  they  are  in  a  position  to  supply.  They  must  secure  cur- 
rent information  on  the  state  of  the  markets,  the  prevailing  prices, 
and  the  like.  An  iron-clad  contract  is  necessary  to  hold  farmers 
together  even  for  one  crop  season.  Farmers  are  the  slaves  of  their 
own  independence.  No  agreement  which  is  devoid  of  severe  penal- 
ties for  violation  will  be  effective  to  prevent  individual  farmers 
from  selling  their  crops  independently  of  and  in  competition  with 
the  marketing  associations  to  which  they  are  indebted  for  trans- 
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portation  facilities  and  favorable  rates,  and  for  the  very  market 
itself.  Tbe  federal  Department  of  Agriculture  is  doing  good  ser- 
vice to  encourage  the  formation  of  such  cooperative  marketing 
associations  and  to  promote  the  spirit  of  cooperation  among  farm- 
ers in  every  possible  way.  There  are  at  present  about  500  such 
cooperative  marketing  associations  in  existence  in  the  United 
States.  The  infant  mortality  rate  among  these  associations  ia 
gigantic,  but  the  birth  rate  is  even  higher,  so  that  the  number  ii 
increasing  at  a  moderate  rate. 

This  is  but  the  beginning  of  the  organization  of  the  market.  A 
market  cannot  be  said  to  be  organi2ed  if  only  the  producers  are 
organized.  Fanners  cannot  be  held  together  in  organizations  for 
the  purposes  of  increasing  the  quantity  and  improving  the  quality 
of  their  products,  unless  the  markets  are  organized  in  such  a  man- 
ner as  to  absorb  the  increased  output  and  repay  them  for  their 
trouble.  It  is  not  imperatively  necessary  that  purchasers  should 
be  banded  together  in  a  Consumers'  League,  although  such  asso^ 
ciations  could  be  made  very  useful.  It  is  necessary,  however,  that 
the  so-called  public  service  corporations  of  the  country  should  be 
organized  and  conducted  for  the  service  of  the  public.  The  paying 
of  salaries  to  ofBctals  and  dividends  to  stockholders  should  not  be 
the  chief  function  of  a  public  service  transportation  company. 

One  does  not  need  to  go  very  deeply  into  a  price  investigation 
in  this  coimtry  to  discover  the  utter  inadequacy  and  rottenness  of 
our  "competitive  system"  of  distributing  products.  For  esample, 
Washington,  D.  C,  is  supplied  with  cauliflower  from  New  York, 
cabbages  from  Wisconsin  and  Michigan,  lettuce  from  New  Orleans, 
cantaloupes  from  New  Jersey,  Colorado,  and  California,  apples 
and  potatoes  from  everywhere,  except  near-at-hand.  All  these 
vegetables  and  fruits  could  be  produced  in  abundance  within  easy 
hauling  distance  of  the  city  markets,  and  they  are  produced  in 
the  vicinage  in  limited  amounts,  of  poor  quality,  and  by  the  most 
ineffectual  and  costly  methods.  The  farmers  of  the  neighborhood 
complain  that  they  are  losing  money,  and  probably  they  are.  If 
they  are  not,  it  must  be  due  to  the  almost  unL'mited  capacity  of 
the  people  to  eat  inedible  foodstuffs  and  still  survive,  and  to  their 
very  thoroughgoing  ignorance  of  the  value  of  either  the  money 
they  spend  or  the  foodstuffs  they  buy.  Washington  is  served  in 
exactly  the  same  way  as  is  Princeton,  New  York  City,  Bingham- 
ton,  N.  Y.,  Ames,  Iowa,  and  every  other  city  in  which  I  have  ever 
lived. 
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A  few  years  ago  the  president  of  one  of  our  great  raflways  open- 
ly gloated  over  the  fact  that  bananas  were  being  shipped  both 
ways  simultaneously  between  New  York  City  and  Boston.  Farm 
machinery  made  in  New  York  State  is  shipped  and  sold  in  Wis- 
consin and  Minnesota,  while  farm  machinery  made  in  Wisconsin 
is  sold  in  New  York,  Pennsylvania,  and  Ohio,  and  the  same  kind 
of  machinery  made  in  Ohio  and  Pennsylvania  is  sold  all  over  the 
country  and  abroad.  Danbury  hats  are  sold  all  over  the  world 
except  in  the  vicinity  of  Danbury;  the  Cambria  Steel  Company 
furnishes  steel  bridge  material  for  the  construction  work  now 
being  carried  on  in  Chicago  right  under  the  shadow  of  the  Ameri- 
can Bridge  Company's  plant.  The  big  mail  order  houses  of  Chi- 
cago with  a  sublime  audacity  sell  their  tawdiy  wares  within  a 
stone's  throw  of  the  noble  f a9ades  of  New  York  City's  Greek  tem- 
plesque  department  stores,  and  now  these  same  New  York  stores  are 
invading  Chicago.  It  costs  more  to  ship  a  carload  of  apples  from 
northeastern  Pennsylvania  to  New  York  City,  a  distance  of  about 
180  miles,  than  it  does  to  ship  a  carload  of  apples  from  Michigan, 
a  distance  of  800  miles,  or  even  from  Colorado,  1800  miles.  It  is 
useless  to  mention  more  cases  of  the  kind  so  familiar  to  all  who 
have  had  aught  to  do  with  railway  rates. 

All  this  cross-hauling  back  and  forth  around  Robin  Hood's  bam 
from  producer  to  consumer  costs  money.  It  may  be  a  fine  thing  for 
the  officers  and  stockholders  of  the  railroads  which  do  the  hauling, 
but  some  one  must  pay  for  the  wear  and  tear  on  railroad  iron  and 
equipment,  axle  grease,  insurance,  ice,  fuel,  overhead  charges,  and 
the  time  consumed  in  transit. 

I  do  not  altogether  agree  with  Professor  Ripley  that  every 
locality  should  be  made  so  far  as  possible  an  independent,  self- 
sustaining  community,  by  penalizing  long  distance  shipments,  by 
means  of  railway  tariffs  based  on  distance.  I  hold  rather  that 
railroad  rates  should  first  of  all  be  regulated  (fixed,  if  need  be) 
80  as  to  render  the  greatest  service  to  the  public.  This  principle  of 
rate  regulation  does  not  at  all  imply  that  all  railway  rates  should 
be  abolished  and  transportation  be  made  free,  expenses  for  con- 
ducting transportation,  upkeep,  and  improvements  to  be  paid  out 
of  general  taxation.  It  does  mean  that  if  the  public  good  requires 
the  rates  on  certain  commodities  should  be  based  on  the  postal 
rate  principle  rather  than  the  mileage  rate  principle. 

Of  course,  it  is  impossible  to  inaugurate  a  universal,  all-embrac- 
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ing,  flat  postage  stamp  rate  for  all  commodities,  regardless  of 
distance.  Rates  must  differ  as  commodities  differ.  Even  on  ship- 
ments of  one  and  the  same  class  of  conmiodities  in  the  same 
amounts  it  is  inadvisable  to  establish  a  postal  rate  for  most  com- 
modities. Distance  is  so  important  a  factor  in  the  cost  of  trans- 
portation that  it  cannot  be  neglected,  except  in  the  case  of 
commodities  which  are  especially  important  to  the  welfare  of  the 
community,  and  conmiodities  which  by  their  nature  are  not  likely 
to  be  shipped  great  distances.  The  postal  rates  charged  for  the 
transmission  of  letters  and  parcels  by  mail  are  justified  on  two 
grounds:  first,  the  importance  of  letters  and  newspapers  to  the 
public,  and,  second,  the  insignificant  cost  of  transportation  as 
compared  with  the  cost  of  collecting,  sorting,  and  delivering.  It 
is  alleged  that  the  costs  of  collection,  transportation,  and  delivery 
are  about  the  same  whether  a  letter  goes  a  distance  of  ten  rods  or 
4000  miles.  This  is  fundamentally  fallacious.  The  same  thing 
can  be  said  as  to  the  costs  of  picking,  sorting,  packing,  transport- 
ing, and  delivering  a  single  apple  or  a  basket  of  apples.  What 
seems  to  be  true  of  a  single  letter  or  newspaper  becomes  obviously 
false  when  we  think  in  terms  of  fifty  tons  of  letters  loaded  upon 
fourteen  railway  mail  cars  boimd  from  New  York  to  Chicago. 

When  we  come  to  the  consideration  of  the  transportation  of 
food  products  it  must  be  admitted  that  it  is  quite  as  important  to 
transport  meats,  fruits,  and  vegetables  from  the  farms  where  they 
^re  grown  to  the  consumers  as  it  is  to  transport  from  producers 
to  consumers  the  kind  of  missives  and  cultural  printed  matter  that 
clog  and  cumber  our  mail  wagons,  post  offices,  mail  coaches,  and 
mail  carriers.  If  we  can  neglect  the  proportionate  ton-mile  cost 
of  transportation  in  the  one  instance,  we  can  do  so  with  at  least 
equal  justice  in  the  other.  For  the  tooth  of  time  and  icing  charges 
put  space  limitations  upon  the  transportation  of  beef,  lettuce, 
green  com,  cabbage,  tomatoes,  string  beans,  strawberries,  green 
peas,  etc.,  that  do  not  hamper  the  fiight  of  the  pink-tinted,  incense- 
laden  love  letters  of  commerce,  the  potent  patent  medicine  ads., 
and  the  free  and  enlightened  American  journals,  which  commodi- 
ties are  considered  of  such  vital  importance  to  the  maintenance  of 
our  free  institutions  that  their  production  is  encouraged  by  con- 
cealed bounties  in  the  form  of  excessively  low  postal  transportation 
rates.  For  my  part,  I  believe  food  is  more  important  to  social 
well-being  than  literature,  especially  the  literature  with  which  the 
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United  States  mail  bags  are  stuffed.  I  would  rather  encourage 
the  transportation  of  beef,  potatoes,  and  cabbage,  than  that  of 
Best  Sellers  and  Lydia  Pinkham's  Vegetable  Compound  ads.  min- 
gled with  lurid  newspaper  headlines  appertaining  to  War,  Love. 
Lust,  and  Murder. 

In  the  instances  cited  above  and  similar  cases  the  railroads, 
through  their  rate  system,  actually  penalize  favorable  geographi- 
cal location.  If  I  understand  him  aright.  Professor  Ripley  would 
give  Westchester  County  the  first  crack  at  supplying  New  York 
City  with  apples  by  granting  rates  based  on  distance,  next  Rock- 
land County,  then  Orange,  and  so  on  to  Wayne  and  Susquehanna 
Counties,  Pennsylvania.  If  the  apple  appetite  of  the  citizens  was 
still  unappeased,  more  remote  regions  would  find  it  worth  while 
to  ship  apples  to  New  York  City.  I  do  not  believe  this  is  a  correct 
principle  of  procedure.  I  believe  we  should  strive  so  far  as  it  is 
possible  to  put  every  conmiunity  in  the  United  States,  at  least,  on 
the  same  footing,  so  far  as  freight  rates  upon  perishable  food 
products  are  concerned. 

The  object  to  be  striven  for,  it  seems  to  me,  in  our  railway  rate 
policy  should  be  the  public  service,  the  feeding,  clothing,  and 
warming  of  the  people  of  New  York  City,  Boston,  Chicago,  Prince- 
ton, and  Philadelphia.  All  that  the  farmers  of  northeastern  Penn- 
sylvania have  a  right  to  ask  for  in  freight  rates  is  an  equal  chance, 
so  far  as  the  rates  are  concerned,  to  compete  with  other  sections  of 
the  country  in  the  business  of  supplying  New  York  City  and  other 
markets  with  foodstuffs.  I  am  perfectly  well  aware  that  a  univer- 
sal postal  freight  rate  on  all  commodities  of  the  same  class  and  in 
the  same  amounts  is  impossible  for  such  an  enormous  country  as 
ours.  It  would  be  impossible  to  pay  the  operating  expenses  of  the 
existing  railroads  out  of  their  income  if  the  rates  were  so  revolu- 
tionarily  revised  as  to  conform  to  the  postal-rate  system  through- 
out. The  railroads  have  been  built  and  the  country  developed  on 
quite  a  different  plan.  To  be  sure,  the  plan  followed  has  been  a 
perfectly  planless  plan,  so  far  as  any  orderly  development  is  con- 
cerned. The  one  central  and  outstanding  object  sought  by  the 
enterprising  men  who  built  and  consolidated  our  railroad  systems 
was  profits  to  the  enterprisers.  They  believed  in  state  activity  in 
business  enterprise  whenever  state  activity  spelled  larger  profits  to 
themselves.  When  state  activity  stood  between  them  and  larger 
profits,  then  state  activity  became  socialism,  a  thing  of  anathema. 
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The  Interstate  Commerce  Commission  was  an  engine  of  the  devil 
imtil  the  state  raibroad  commissions  became  interested  in  two  cent 
passenger  rates  and  began  to  tinker  with  intrastate  freight  rates, 
since  which  time  the  federal  commission  has  become  suspiciously 
saintly  in  the  view  of  the  railroads. 

Our  railway  magnates  were  no  different,  no  more  selfish,  no  more 
short-sighted  in  their  aims  than  farmers,  manufacturers,  and  mer- 
chants. They  guessed'  at  rates  which  seemed  to  them  suited  to 
bring  in  the  largest  net  revenue.  Whenever  they  thought  they  saw 
a  chance  to  increase  net  revenues,  they  gave  a  lower  rate  for  the 
longer  haul.  On  the  same  principle  of  the  greatest  profit  to  the 
smallest  number,  rates  were  fixed  in  other  cases  on  a  mileage  basis, 
on  the  most-favored-community  basis,  on  the  most-favored-cor- 
poration basis,  on  the  flat  postal-rate  basis,  on  the  basing-point 
basis,  on  no  basis  at  all.  The  result  was  naturally  a  hotchpotch  of 
published  rates  tempered  by  rebates,  personal,  local,  and  commod- 
ity discriminations,  special  discounts,  and  special  privileges  that 
aroused  the  wrath  of  the  whole  country.  The  Interstate  Com- 
merce Commission  has  struggled  since  1887  to  straighten  out  the 
tangle.  Whether  we  are  in  accord  with  the  policies  (not  always 
consistent)  of  the  Conunission  or  not,  we  must  send  up  a  hymn 
of  thanksgiving  and  praise  that  a  national  body  is  grappling  with 
the  million-headed  hydra  of  railway  rates.  Wliile  it  is  impossible 
to  inaugurate  a  nation-wide  postal  freight  rate  system  for  all  com- 
modities arranged  into  classes,  I  think  it  is  possible  to  make  very 
effective  use  of  the  postal  freight  rate  to  cut  down  the  cost  of  trans- 
porting perishable  foodstuffs.  I  believe  this  because  the  railroads 
already  have  postal  freight  rates  in  operation  in  many  instances, 
and  not  at  all  infrequently  they  stand  the  mileage  rate  on  its  head 
and  actually  charge  the  near-by  community  a  higher  price  than  is 
charged  the  distant  community  for  the  identical  service.  As  long 
as  the  railroads  are  actually  perpetrating  these  rates  which  are 
alleged  to  be  impossible,  on  the  theory  that  their  profits  are  thereby 
enhanced,  why  quibble  about  their  impossibility? 

Why  not  frankly  proceed  on  the  assumption  that  it  is  the  busi- 
ness of  the  people  of  the  United  States  to  feed  the  people  of  the 
United  States  ?  Let  us  make  the  railroad  rates  on  perishable  farm 
produce,  at  least,  uniform  for  carload  shipments,  at  least,  through- 
out the  whole  country.  By  so  doing  we  should,  so  far  as  cost  of 
marketing  is  affected  by  freight  rates,  put  the  Pennsylvania  apple 
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grower  on  an  equality  with  the  Michigan  apple  grower  instead  of 
fining  him,  by  means  of  a  railway  tariff,  for  the  crime  of  living  in 
Pennsylvania.  I  see  no  reason  why  the  egg,  vegetable,  and  fruit 
growers  of  New  York,  Kansas,  Oregon,  and  everywhere  should  not 
have  equal  freight-rate  opportunity  to  supply  the  markets  of  Chi- 
cago, San  Francisco,  St.  Louis,  New  York,  and  New  Orleans  with 
eggs,  vegetables,  and  fruits.  A  quite  substantial  equality  in  rates 
on  meats  already  exists.  Where  inequality  of  freight  charges  ex- 
ists, it  has  little  or  nothing  to  do  with  length  of  haul  from  the 
distributing  centers  of  meat  products.  It  has  to  do  with  the  abil- 
ity of  the  local  meat  brokers  to  persuade  or  compel  the  railroads 
to  make  a  favorable  rate  on  meat  shipments  into  the  locality  in 
question. 

Enter  the  Carping  Critic,  demanding  to  know  how  the  waste 
of  hauling  cucumbers  from  Maine  to  Montana  and  back  from 
Montana  to  Maine  can  be  eliminated  by  means  of  a  postal  freight 
rate !  Easy  enough.  If  the  premiums  and  bonuses  in  the  form  of 
rates  that  continually  dwindle  as  the  distance  increases  were  abol- 
ished and  equal  facilities  were  offered  to  all  shippers  who  offer 
freight  under  similar  conditions,  the  incentive  to  ship  long  dis- 
tances would  disappear.  It  requires  time  to  transport  freight. 
Depreciation  in  quality  of  commodities,  insurance  and  interest 
charges  would  afford  sufficient  obstacles  to  the  shipment  of  goods, 
especially  perishable  goods,  to  prevent  their  shipment  across  the 
continent  to  compete  in  the  markets  with  the  same  products  grown 
near  at  hand.  Of  course,  information  as  to  the  kind  of  commodi- 
ties demanded  in  different  localities,  the  amount  demanded,  the 
time  and  duration  of  the  demand,  and  the  prevailing  prices  must 
be  disseminated  among  all  producers  actual  and  potential.  I  do 
not  object  to  buying  lettuce  shipped  from  New  Orleans  to  Wash- 
ington, if  Louisiana  has  such  superior  advantages  that  the  pro- 
ducers of  that  state  can  stand  the  losses  due  to  time  and  decay 
and  still  imdersell  the  nearer  producers. 

We  are  still  only  at  the  beginning  of  the  organization  of  the 
market.  When  farmers  have  been  taught  what  crops  to  raise,  in 
what  quantities  to  raise  them,  how  to  raise  them,  gather,  sort, 
grade,  pack,  and  ship  them,  and  the  railroads  have  been  induced 
or  compelled  to  fix  rates  on  the  basis  of  the  greatest  service  to  the 
public  instead  of  the  greatest  net  income  to  the  railroads,  we  have 
only  made  a  start  toward  bringing  the  producer  and  the  consumer 
together. 
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The  final  step  in  the  organization  of  the  market  is  the  establiah- 
ment  of  wholesale  and  retail  markets  with  adequate  warehouse  and 
cold  storage  equipment  and  steam  and  electric  railway  connections. 

The  ideal  arrangement  of  municipal  markets  with  reference  to 
railway  tracks  would  enable  shipments  to  be  made  from  the  pack- 
ing plants  of  the  farmers'  marketing  associations  directly  to  the 
wholesale  municipal  markets  without  unloading  or  reshipment. 
Cheap  and  rapid  means  of  transportation  should  be  provided  be- 
tween the  wholesale  distributive  markets  and  the  retail  markets. 
Retail  markets  should  be  established  at  convenient  points  most 
readily  accessible  to  the  working  population. 

The  organization  of  the  means  of  transportation  within  the 
larger  municipalities,  so  as  to  distribute  the  products  shipped  in 
most  economically  and  expeditiously  to  the  places  where  they  are 
wanted  is  quite  as  important  as  the  growing  of  the  produce  on  the 
farms.  The  street  railways  of  all  kinds  should  be  pressed  into 
service.  If  they  are  not  properly  located  and  equipped  to  dis- 
tribute goods  most  effectively,  they  should  be  relocated  or  new  lines 
built  and  proper  equipment  constructed  with  the  idea  of  serving 
the  public  instead  of  getting  as  many  nickels  out  of  the  public  as 
possible.  I  am  not  now  discussing  municipal  ownership  of  public 
utilities.  If  private  ownership  of  public  utilities  is  incompatible 
with  the  public  utilization  of  said  public  utilities,  so  much  the  worse 
for  private  ownership.  I  see  no  crime  in  the  public  utilizing  the 
utilities  it  has  created.  If  to  do  this  is  socialism,  so  much  the  better 
for  socialism. 

The  American  people  are  still  too  prone  to  trust  to  legislation 
to  effect  desired  reforms.  After  years  of  disheartening  legislative 
experimentation  they  still  seem  to  have  the  childlike  faith  to  believe 
in  political  and  economic  perpetual  motion.  Periodically  they 
"arise"  and  vote  furiously  to  elect  a  new  set  of  reformers  to  enact 
new  reform  legislation  and  amendments  to  constitutions.  When 
constitutions  and  laws  have  been  duly  amended  the  people  seem 
to  expect  their  latest  improved  politico-economic  perpetual  motion 
machinery  to  go  on  grinding  out  justice,  liberty,  equality,  and 
fraternity  to  the  end  of  time  without  any  further  attention  from 
them.  No  amount  of  legislation  will  be  effective  toward  eliminat- 
ing the  wastes  in  distributing  foodstuffs  until  wc  learn  to  follow  up 
legislation  by  demanding  honest  and  efficient  administration. 

The  four  publicly  owned  and  supervised  markets  established  in 
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New  YoriL  City  during  this  current  year  have  apparently  shown 
that  municipal  markets  may  be  intelligently  operated  under  public 
authority  in  this  country.  These  markets  were  established  on  waste 
lands  belonging  to  the  city  at  almost  no  expense  to  the  taxpayers. 
One  is  located  on  the  west  side  of  Manhattan  Island  at  lS9th 
Street,  the  terminus  of  the  Fort  Lee  Ferry,  the  others  are  located 
on  the  east  side  under  the  approaches  of  the  bridges  at  ISOth 
Street,  59th  Street,  and  the  Williamsburg  Bridge.  They  are  thus 
easily  accessible  to  farmers  and  to  consumers.  Probably  these 
free  public  markets  do  not  actually  supply  more  than  one  twentieth 
of  the  foodstuffs  consumed  on  Manhattan  Island  alone.  They 
have,  however,  reduced  the  cost  of  foodstuffs  over  the  greater  part 
of  the  area  of  Manhattan  Island  and  to  some  extent  in  adjoining 
boroughs.  The  prices  at  the  producers'  stalls  in  these  markets  are 
said  to  range  from  10  to  50  per  cent  lower  than  the  prices  in  the 
non-competing  grocery  stores.  Retail  grocers  quite  naturally 
have  opposed  the  free  public  markets.  A  good  many  retailers  in 
the  vicinity  of  the  markets  have  been  obliged  to  shut  up  shop. 
Quite  a  number  of  the  more  enterprising  have  been  allotted  stalls 
in  the  free  public  markets  by  the  Committee  of  Markets.  These 
markets  are  well  patronized  and  well  supervised,  under  the  present 
administration.  Whether  the  system  of  supervision  will  continue 
satisfactory  depends  on  many  things,  the  most  important  of  which 
is  perhaps  the  intelligence  and  interest  of  the  Committee  of  Mar-< 
kets.  The  producers'  stalls  are  occupied  by  bona  fide  producers^ 
who  have  been  visited  by  the  authorities.  Every  stall  holder 
knows  he  is  under  supervision.  If  he  is  found  guilty  of  giving 
short  measure  or  short  change,  or  practising  deception  as  to  the 
quality  of  his  goods,  he  may  be  summarily  ejected  from  the  market. 
Somewhat  despotic  powers  are  thus  exercised  by  the  Committee 
of  Markets,  and  it  is  easy  to  imagine  conditions  under  which 
these  powers  might  be  abused.  These  retail  markets  must  be  care- 
fully and  intelligently  supervised  if  they  are  to  be  made  of  any 
real  use  in  reducing  the  stupendous  waste  which  comes  in  between 
producer  and  consumer.  The  importance  of  proper  supervision 
by  the  public  authorities  is  equally  great  whether  the  markets  are 
owned  by  the  public  or  by  private  individuals  or  corporations.  I 
am  inclined  to  favor  public  ownership  rather  than  private  owner- 
ship of  public  markets,  although  the  experience  with  public  owner- 
ship of  markets  has  thus  far  been  quite  unsatisfactory.     The 
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unsatisfactoriness  is  due  to  the  lack  of  intelligent  interest  in  mar- 
kets and  food  prices  on  the  part  of  the  public. 

The  problem  of  supplying  Manhattan  with  food  is  relatively 
simple  because  the  Island  is  so  narrow  and  surrounded  by  deep 
water,  making  it  possible  to  supply  every  part  of  the  borough  by 
boat.  In  cities  that  do  not  possess  waterways  and  water  trans- 
portation facilities  the  street  railway  lines  should  be  used  to  dis- 
tribute commodities  throughout  the  city. 

I  very  much  doubt  if  the  Parcel  Post  can  exert  any  appreciable 
influence  upon  prices,  unless  the  service  is  freed  from  many  ham- 
pering restrictions  that  now  encumber  it.  With  the  most  favorable 
legislation,  the  usefulness  of  the  Parcel  Post  in  reducing  the  cost 
of  living  is  strictly  limited.  Unless  we  are  willing  to  enlarge  the 
size  of  the  parcels  to  carload  and  trainload  dimensions,  the  Parcel 
Post  win  labor  under  the  enormous  handicap  of  trying  to  supply 
tremendous  wholesale  demands  for  thousands  of  tons  of  provisions 
by  means  of  trifling  little  five  pound  retail  packages.  It  is  incon- 
ceivable that  any  system  of  transportation  can  stand  up  under 
the  strain  of  handling  any  considerable  traffic  in  detail  in  this 
manner.  Besides  this  insuperable  difficulty,  consumers  can  never 
be  induced  to  purchase  to  any  great  extent  by  the  pig-in-a-bag 
method  offered  through  the  Parcel  Post.  A  good  many  people 
of  Washington  have  purchased  directly  from  farmers  just  once. 
After  one  experience  they  declare  that  if  they  are  to  pay  store 
prices  for  bad,  broken  eggs,  inferior  apples,  ancient  poultry,  and 
diminutive  potatoes,  they  prefer  to  pay  them  to  the  stores.  There 
is  a  chance  that  a  storekeeper  will  make  good  an  inferior  lot  of 
goods  purchased  from  him  or  refund  the  purchase  price;  there  is 
no  chance  for  recovery  from  the  honest  but  elusive  farmer.  As 
soon  as  the  farmer  has  established  a  reputation  for  excellent  goods, 
his  entire  product  will  be  demanded  by  wholesalers  or  retailers, 
so  that  he  can  no  longer  afford  to  sell  in  trifling  lots  to  consumers 
direct. 

No  single^  simple  remedy  wiU  be  sufficient  to  reduce  appreciably 
the  wastes  of  distributing  commodities  to  consumers.  The  busi- 
ness of  marketing  is  so  complex  and  difficult  that  it  will  demand 
the  earnest  and  constant  efforts  of  intelligent  men,  if  unnecessary 
wastes  are  to  be  eliminated. 
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By  L.  D.  H.  Weld 
The  University  of  Minnesota 

Marketing  is  a  part  of  production.  It  has  to  do  with  the  crea- 
tion of  time,  place,  and  possession  utilities,  whereas  manuf  acturingj 
has  to  do  with  the  creation  of  form  utilities.  In  discussing  the 
problems  of  production,  economists  have  usually  had  in  mind  pri- 
marily the  manufacturing  end,  and  they  have  drawn  their  illus- 
trations of  division  of  labor,  large-scale  production,  organization 
of  industry,  etc.,  from  this  field.  Likewise  agricultural  economists 
have  given  their  attention  principally  to  crop-growing,  or  as  some 
unfortunately  call  it,  the  ^^production"  end  of  agriculture.  It  is 
true  that  some  economists  have  sought  to  point  out  the  application 
of  general  economic  principles  to  mercantile  organization,  but 
never  in  such  a  way  as  to  throw  light  on  the  present  system,  or  to 
point  out  its  weaknesses. 

And  yet  that  part  of  production  which  is  covered  by  marketing 
is  extremely  important  as  compared  with  the  manufacturing  or 
crop-growing  process.  A  comparison  of  factory  or  farm  cost 
with  final  retail  price  of  almost  any  commodity  will  prove  this. 
Economists  agree  that  they  have  neglected  this  branch  of  theii 
subject,  but  few  realize  either  the  alluring  fields  for  research  which 
offer  themselves,  or  the  serious  consequences  that  their  neglect  has 
brought  about.  As  it  is  today,  the  whole  system  of  marketing 
farm  products  stands  condemned  in  the  eyes  of  the  public.  The 
great  majority  of  people  believe  that  there  is  something  radically 
and  fundamentally  wrong.  In  the  agricultural  parts  of  the  coun- 
try there  ia  nothing  that  stirs  up  enthusiasm  so  much  as  fiery 
denunciation  of  present  marketing  methods.  Many  extravagant 
and  misleading  statements  have  passed  unchallenged  and  have  been 
spread  broadcast  throughout  the  country.  Things  have  come  to 
such  a  pass  that  in  some  of  our  agricultural  states  a  college  pro- 
fessor who  finds  anything  sound  or  justifiable  in  the  present 
marketing  organization  runs  the  risk  of  exciting  serious  adverse 
criticism,  and  even  charges  that  he  is  ^^in  league  with  the  interests." 
Do  the  generally  accepted  principles  of  economics,  if  applied  to 
this  subject,  reveal  any  such  fundamental  weaknesses  as  are  sup- 
posed to  exist,  or  rather  do  they  result  in  a  justification  of  the 
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present  system?  It  is  high  time  that  we  undertook  to  answer  this 
question. 

Much  help  may  be  derived  from  an  application  of  the  princi^ 
pie  of  division  of  labor  and  specialization  to  the  marketing  process. 
Farm  products,  in  passing  from  farmer  to  consumer,  normally  pass 
through  the  hands  of  certain  middlemen,  who  may  be  classed  rough- 
ly as  local  buyers  or  country  shippers,  transportation  companies, 
one  or  more  classes  of  wholesale  dealers,  and,  finally,  retailers.  The 
need  of  the  local  shipping  imit,  in  order  to  consolidate  small  con- 
tributions of  individual  farmers  into  car  lots,  to  furnish  storage 
facilities  until  time  of  shipment,  and  to  establish  trading  connections 
with  city  dealers,  is  apparent.  It  is  the  link  or  links  between 
country  shipper  and  the  retail  store  that  many  people  have  in 
mind  when  they  say  that  there  are  too  many  middlemen. 

The  need  of  wholesale  produce  distributors  may  best  be  dem- 
onstrated by  a  consideration  of  the  reasons  why  coimtry  shippers 
do  not  and  can  not  generally  sell  their  goods  direct  to  city  retail 
stores.    These  reasons  are  as  follows : 

1.  To  procure  the  greatest  economy  in  local  shipment,  the 
quantity  sent  at  one  time  is  too  great  for  most  retailers  to  handle. 
Retailers  carry  a  large  variety  of  products,  and  storage  facilities 
for  handling  large  units  of  various  commodities  are  out  of  the 
question.  Goods  would  have  to  be  sent  in  small  allotments,  and 
retailers  would  have  to  obtain  these  small  allotments  from  a  great 
variety  of  sources. 

S.  Shipments  from  local  units  vary  in  quantity  from  shipment  to 
shipment  and  for  different  times  of  year.  The  city  supply  of  many 
commodities  comes  first  from  one  producing  section  and  then 
.  from  another.  The  city  retailer  must  be  able  to  buy  from  day  to 
day  in  order  to  correlate  his  supply  with  his  demand.  Further- 
more, the  shipments  from  the  country  at  one  period  will  be  insuf- 
ficient, whereas  at  another  period  they  are  much  greater  than 
retailers  can  absorb.  This  surplus  must  be  carried  by  a  sepa- 
rate class  of  middlemen  from  the  period  of  surplus  production  to 
that  of  insufficient  production. 

S.  The  quality  of  commodities  sent  by  a  country  shipper  is 
very  variable,  whereas  each  retail  store  has  a  fairly  definite  class 
of  trade  and  must  have  goods  of  fairly  constant  quality. 

4.  Business  relations  between  country  shippers  and  retail  stores 
are  difficult  to  establish,  and  once  established  are  difficult  to 
maintain. 
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5.  Retailers  are  notoriously  ^Slow  pay."  Eyen  wholesalers, 
who  are  in  close  touch  with  city  retailers,  have  their  difficulties  in 
making  them  pay  for  goods  within  a  reasonable  time.  Country 
shippers  cannot  afford  to  wait  for  their  money,  because  they  must 
be  paying  cash  for  goods  as  they  are  brought  in  by  farmers  from 
day  to  day.  This  one  obstacle  is  almost  enough  in  itself  to  prevent 
direct  selling  from  country  shipping  unit  to  retail  store;  at  least  it 
has  been  the  reason  why  innumerable  attempts  at  such  direct  sale 
have  been  given  up. 

These  reasons  suggest  the  functions  of  wholesale  dealers.  These 
functions  are  not  generally  understood;  they  are  much  more  diffi- 
cult to  perform  and  require  a  much  greater  degree  of  organization 
and  business  ability  than  most  people  realize.  Frequently  they 
will  be  subdivided  among  two  or  three  different  sets  of  wholesalers, 
as,  for  example,  a  commission  merchant,  handling  goods  on  con- 
signment, and  a  wholesaler  or  jobber;  or  a  wholesale  receiver  who 
buys  outright,  and  a  jobber  who  sells  to  retail  stores.  In  fact,  it 
is  safe  to  say  that  the  great  bulk  of  farm  products  arriving  in  our 
large  cities  passes  through  the  hands  of  at  least  two  such  classes 
of  wholesalers. 

For  example,  a  large  proportion  of  the  butter  made  in  the  800 
creameries  of  Minnesota  is  marketed  in  New  York  City,  passing 
first  through  the  hands  of  a  wholesale  receiver,  and  then  through 
the  hands  of  a  jobber.  The  wholesale  receiver  specializes  in  the 
solicitation  of  shipments  from  coimtry  creameries  in  Minnesota, 
the  financing  of  these  creameries  by  allowing  them  to  draw  drafts 
on  day  of  shipment,  the  handling  and  storage  of  large  lots  of 
butter  on  arrival  in  New  York,  and  the  rough  sorting  out  according 
to  quality.  These  functions  naturally  constitute  a  business  in  it- 
self. The  jobber  performs  an  entirely  different  set  of  functions: 
he  buys  from  the  wholesale  receiver  in  round  lots  of  say  from 
twenty  to  fifty  tubs  at  a  time;  he  sends  salesmen  around  to  innu- 
merable stores  in  New  York  to  find  purchasers ;  he  sells  one  tub  at 
a  time,  selecting  just  that  quality  of  butter  which  he  knows  each 
retailer,  or  delicatessen,  or  restaurant,  or  hotel,  or  steamship  com- 
pany wants ;  he  delivers  the  one  tub  at  a  time  to  various  parts  of 
the  city;  and  he  very  largely  finances  the  retail  stores  by  giving 
them  credit,  and  undertakes  the  necessary  accounting  expenses 
and  losses  incident  to  dealing  with  scores  of  small  retail  shops. 
All  of  these  many  functions  now  performed  by  the  receiver  and  the 
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jobber  may  be  performed  by  one  firm, — and  sometimea  they  are, — 
but  it  has  been  found  economical  to  subdivide  these  various  eteps 
among  two  different  sets  of  middlemen  for  a  large  proportion  of 
the  trade,  each  set  speciaHzing  on  one  particular  class  of  functions. 
Economists  have  been  fond  of  praising  the  minute  division  of 
labor  in  the  packing  plant,  the  shoe  factory,  etc.,  and  also  the  high 
degree  of  specialization  of  industrial  plants,  whereby  one  makes 
pig  iron,  another  makes  steel,  another  structural  forms,  etc.  Often 
the  same  men  who  praise  the  economies  made  possible  by  this  "age 
of  specialization,"  when  they  hear  that  there  are  middlemen  called 
local  buyers,  commission  men,  brokers,  jobbers,  etc.,  hold  up  their 
hands  in  holy  horror  and  exclaim  that  there  are  too  many  middle- 
men. Possibly  there  are  in  some  cases,  and  yet  in  still  other  cases 
the  cost  of  marketing  might  be  reduced  by  adding  more  middle- 
men. While  studying  the  wholesale  produce  trade  in  New  York 
City  last  summer,  I  found  butter  jobbers  who  were  cutting  up 
butter  that  they  had  bought  from  wholesale  receivers  into  one- 
pound  prints.  I  told  them  that  I  could  add  two  middlemen  to 
their  present  system  of  marketing,  and  reduce  the  total  cost  there- 
of: first,  that  it  would  be  cheaper  to  have  their  cutting  done  fon 
them  by  other  firms  who  could  keep  their  machinery  and  skilled 
labor  constantly  employed  in  catting  prints ;  and  second,  that 
they  could  save  on  their  delivery  expense  by  turning  this  functioi] 
over  to  a  centraHzed  or  cooperative  dehvery  system,  which  would 
eliminate  the  vast  duplication  of  delivery  equipment  and  constant 
covering  and  recovering  of  the  same  ground  by  a  hundred  different 
firms. 

There  appears  to  be  no  reason  why  this  specialization  argument 
should  not  apply  to  the  creation  of  time,  place,  and  possession 
utilities  in  the  marketing  process  as  well  as  to  the  creation  of  form 
utilities.  Furthermore,  it  should  be  remembered  that  the  present 
organization  of  the  wholesale  trade  is  not  a  rigid  and  arbitrary 
system.  The  various  dealers  in  the  main  are  keen  competitors, 
and  there  are  certain  adjustments  and  readjustments  going  on  at 
all  times.  The  members  of  each  class  of  wholesalers  are  constantly 
experimenting  (unconsciously  perhaps)  by  undertaking  the  func- 
tions of  other  wholesalers  and  overlapping  into  their  fields  of 
activity.  Sometimes  this  sort  of  an  experiment  results  in  the 
dealer's  falling  back  into  his  original  and  more  specialized  field, 
and  sometimes  it  results  in  successfully  combining  several  functions, 
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especially  when  done  on  a  large  enough  scale, — thus  resulting  in 
what  we  may  call  integration  of  marketing  processes,  just  as  we 
speak  of  integration  of  industry.  In  other  words,  this  economic 
justification  of  the  present  system  of  minute  subdivision  furnishes 
no  reason  for  objecting  to,  or  for  not  seeking  out,  more  economical 
combinations  of  functions  any  more  than  a  shoe  manufacturer 
would  hesitate  to  install  a  machine  which  would  combine  the  opera- 
tions now  performed  by  three  or  four  difPerent  workmen.  The 
chain  store  may  perhaps  be  considered  such  a  machine  in  the 
merchandising  field,  because  in  marketing  farm  products  it  takes 
oyer  the  functions  of  the  jobber,^  and  to  a  certain  extent  of  the 
wholesale  receiver,  with  certain  resulting  economies. 

Since  there  appears  to  be  ample  economic  justification  for  the 
subdivision  of  the  merchandising  process  into  several  successive 
steps,  it  would  not  be  surprising  to  find  that  some  com- 
modities that  pass  through  the  hands  of  several  middlemen 
are  marketed  on  smaUer  spreads  between  producer  and  con- 
sumer than  are  other  commodities  that  pass  more  directly  from 
producer  to  consumer.  It  would  be  a  simple  matter  to  furnish 
innumerable  examples  of  this.  In  other  words,  the  cost  of  mar- 
keting commodities  does  not  depend  on  the  nmnber  of  middlemen 
involved;  rather  it  depends  on  certain  characteristics  of  the  com- 
modities themselves.  A  great  deal  is  said  about  the  great  waste 
in  marketing  as  evidenced  by  the  wide  spread  between  pro- 
ducer and  consmner.  Some  say  that  the  producer  gets  46  per  cent 
of  the  price  finally  paid  by  the  consmner;  others  put  it  as  low  as 
85  per  cent.  Even  if  the  correct  figure  could  be  determined,  it 
would  be  of  little  significance,  because  it  gives  no  idea  of  the  great 
variation  in  cost  of  marketing  different  commodities,  a  fact  which 
has  been  commonly  overlooked  in  discussions  of  this  subject. 

The  proportions  of  Minneapolis  retail  prices  received  by  Min- 
nesota farmers  for  various  commodities  as  computed  in  February, 
1914,  were  approximately  as  follows,  expressed  as  per  cents  of 
the  retail  price  received  by  the  producer: 

*The  term  ''Jobber^  is  used  here  to  mean  that  class  of  the  wholesale  trade 
which  sells  to  retail  stores,  as  described  above  in  connection  with  the  market- 
ing of  bntter  in  New  York  City.  The  terms  "commission  man,"  "wholesaler," 
and  ''jobber,"  are  often  used  indiscriminately;  although  they  have  faiiiy 
dr^ite  meanings,  in  some  trades  and  in  some  cities. 
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Butter    77* 

Eggs    69 

Turkeys    ^ 61 

Liye-stock    58 

Potatoes     55 

Chickens    45 

Milk 87% 

r  to  miller 90 

Wheat  ■<  through  flour  alone 88 

(  through  flour  and  other  products 64 

Although  these  figures  were  compiled  in  Minnesota,  they  repre- 
sent very  closely  the  conditions  in  other  parts  of  the  country.  At 
least,  they  give  a  good  idea  of  the  variation  in  cost  of  marketing 
different  commodities,  which  is  the  object  of  their  use  in  this  place. 
If  such  commodities  as  apples,  asparagus,  lettuce,  etc.,  were  in- 
cluded, the  proportion  received  by  the  farmer  would  be  much  less. 
The  California  cantaloupe  grower,  for  example,  receives  less  than 
SO  per  c^it  of  the  price  for  which  his  cantaloupes  sell  in  New 
York  City.  The  principal  reasons  for  this  variation  in  cost  of 
marketing  are  as  follows : 

1.  Perishability.  The  more  perishable  a  commodity  is,  the 
greater  the  cost  of  marketing.  This  is  the  principal  reason  for  the 
wide  spread  on  such  articles  as  strawberries,  cantaloupes,  let- 
tuce, etc.  In  the  case  of  other  commodities,  such  as  butter  and 
eggs,  perishability  is  largely  overcpme  by  cold  storage. 

2.  Regularity  or  irregularity  of  supply  throughout  the  year. 
The  more  evenly  distributed  is  the  production  of  a  commodity 
throughout  the  year,  the  less  it  costs  to  market  it.  Although 
butter  and  eggs  are  produced  in  greater  volume  during  some  sea- 
sons than  others,  the  fact  that  they  are  produced  to  a  certain 
extent  at  all  seasons  undoubtedly  reduces  their  costs  of  marketing. 

8.  Waste  and  shrinkage.  Closely  allied  to  the  question  of  per- 
ishability is  the  extent  to  which  products  are  subject  to  damage, 
breakage,  or  shrinkage  in  transit,  in  storage,  or  in  preparation 
for  market.  Breakage  is  an  important  factor  in  egg  marketing; 
shrinkage  in  poultry  marketing. 

'4.  Volume  in  which  product  is  handled.  For  those  commodities 
that  are  handled  in  greatest  volume  the  facilities  for  marketing 
have  become  more  highly  developed.  To  say  nothing  of  superior 
transportation  facilities,  efficient  cold  storage  plants  aid  in  the 

'Represents  proportion  of  retail  price  receiyed  bj  conntry  creamery. 
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marketing  of  poultry  and  butter;  special  loading  and  unloading 
machinery  and  highly  efficient  terminal  elevators  in  the  marketing 
of  grain. 

6.  The  extent  to  which  a  commodity  may  be  subdivided  into 
well-established  qualities  or  grades  affects  the  cost  of  marketing. 
There  is  a  well-recognized  method  of  ^^scoring^  butter  which  facili- 
tates its  handling.  Grain  is  subdivided  into  such  universally  ac- 
cepted grades  that  it  is  often  bought  and  sold  by  merely  naming 
the  grade  or  at  least  by  inspection  of  a  small  sample.  When 
the  buyer  must  carefully  inspect  the  whole  of  the  commodity  he 
is  buying,  the  cost  of  marketing  is  apt  to  be  higher.  The  possibility 
of  having  standard  grades  enables  the  use  of  market  quotations, 
which  are  often  used  as  ^^trading  bases"  and  which  immensely 
facilitate  the  marketing  of  commodities. 

6.  The  relation  between  bulk  of  a  commodity  and  its  intrinsic 
value  affects  the  importance  of  the  freight  rate  as  a  factor  in 
marketing.  Potatoes  and  grain  are  of  large  bulk  but  of  smaU 
intrinsic  value,  and  h^ice  the  transportation  charge  constitutes 
a  larger  proportion  of  the  total  spread  between  producer  and 
consumer  than  in  the  case  of  butter,  which  is  a  commodity  of  smaU 
bulk  in  relation  to  its  value. 

When  these  differences  in  cost  are  considered,  it  is  apparent 
that  some  commodities  are  marketed  on  very  small  margins.  As 
compared  with  manufactured  articles  in  general,  the  great  staple 
farm  products  pass  through  the  hands  of  a  greater  number  of 
middlemen  but  are  marketed  on  smaller  gross  margins.  Those 
who  have  been  fond  of  calling  attention  to  the  wide  spread  be- 
tween producer  and  consumer  have  dwelt  on  apples,  strawberries, 
cantaloupes,  celery,  and  other  highly  seasoned  and  perishable  arti- 
cles, and  have  failed  to  notice  that  the  much  more  important 
products  like  wheat,  butter,  eggs,  etc.,  are  marketed  on  relatively 
small  margins.  If  these  staple  articles  were  given  their  due  weight 
in  finding  an  average  for  all  commodities,  I  believe  that  it  would 
be  found  that  the  proportion  received  by  farmers  would  be  con- 
siderably higher  than  any  figure  heretofore  spread  broadcast  by 
writers  and  speakers  on  this  subject.  From  computations  that 
I  have  made  for  Minnesota  products,  I  am  convinced  that  on  the 
average  the  Minnesota  fanner  receives  about  60  per  cent  of  the 
price  finally  paid  for  his  products.  Not  that  the  exact  percentage 
is  of  any  particular  value  in  itself,  but  that  the  estimates  hereto- 
fore given  out  are  both  inaccurate  and  misleading. 
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But  to  get  to  the  real  heart  of  the  marketing  problem,  it  is 
necessary  to  carry  our  study  of  marketing  costs  still  further  and 
analyze  the  gross  margins  between  producer  and  consumer  for 
different  commodities  into  their  component  parts.  As  illustrations 
of  this  kind  of  research,  I  present  an  approximate  analysis  of  mar- 
keting costs  for  two  different  commodities:  Minnesota  butter 
marketed  in  New  York  City,  and  Minnesota  poultry  marketed  in 
Minneapolis : 

APPBOZIMATE  AVERAGE  COST  PER  POUND  OF  MARKETING  MINNESOTA  BULK 

BUTTER  IN  NEW  YORK  CITY 

Cents 

Farmer  receives  for  5/6  lb.  of  butter  fat 25.0 

Cost  of  manufacture  in  creamery 2,5 

Freight  and  cartage  to  New  York 1.5 

Wholesale  receiver's  gross  margin    0.5 

Jobber's  gross  margin   1.5 

Retailer's  gross  margin   5.0 

Price  paid  by  consumer 86.0 

This  varies  of  course  with  the  different  channels  through  which 
butter  passes.  Since  butter  is  often  used  as  a  "leader'*  by  grocery 
stores,  the  retail  margin  is  often  less  than  five  cents.' 

APPROXIMATE  AVERAGE  COST  PER  POUND  OF  MARKETING  CHICKENS  FROM 

MINNESOTA  FARM  TO  MINNEAPOLIS  CONSUMER 

Cents 

Farmer  receives    9.1 

Transportation  (by  express) 1.4 

Feeding 0.25 

Sailing  labor  and  expense 0.75 

Killing  loss  in  shrinkage 1.0 

Packing    0.5 

Storage^  interest^  and  insurance   (8  months)    1.1 

Wholesaler's    gross    margin    (overhead    and   delivery 

cost  and  profits)   1.9 

Retailer's  gross  margin 4.0 

20.0 

From  analyses  of  this  sort,  certain  important  facts  are  brought 
out:  (1)  The  part  played  by  transportation  costs  is  almost 
insignificant  when  considered  as  a  proportion  of  final  retail  price. 
It  has  been  estimated  that  on  the  average  freight  charges  do  not 
constitute  more  than  5  per  cent  of  retail  prices.  Numerous  com- 
putations that  I  have  made  for  different  commodities  appear  to 
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roughly  confirm  this  estimate.  The  thought  in  this  connection  is 
that  possibly  a  disproportionate  amount  of  attention  has  been 
given  to  transportation  matters.  (2)  On  the  whole  the  margins 
taken  out  by  the  wholesale  trade  are  also  very  small  in  view  of 
the  important  functions  performed.  The  net  profit  per  unit  of 
goods  handled  is  so  slight  that  it  is  only  on  a  large  volume  of 
business  that  a  wholesale  produce  dealer  can  make  profits  com- 
mensurate with  those  expected  in  other  lines  of  production  where 
equivalent  amoimts  of  capital,  ability,  and  risks  are  involved. 
(S)  The  most  important  single  portion  of  the  total  spread  between 
farmer  and  consumer  is  that  taken  by  the  retailer.  In  fact  from  a 
large  number  of  instances  I  have  found  that  of  the  total  spread 
between  producer  and  consumer^  the  retailer  takes  on  the  average 
nearly  one  half.  In  other  words,  the  slice  taken  by  the  retail  store 
on  the  average  is  nearly  as  large  as  the  slices  taken  by  local  buyers, 
railroads,  and  wholesalers  combined.  This  state  of  affairs  is  of 
course  due  to  the  high  costs  of  retailing  and  not  to  the  high  profits 
of  that  branch  of  distribution.  It  also  suggests  that  perhaps  the 
greatest  opportunity  for  economizing  in  the  marketing  process  is 
to  be  found  in  the  retail  field.  It  is  the  high  cost  of  retailing  that 
has  imdoubtedly  made  possible  the  development  of  cooperative 
stores  in  other  countries,  and  to  the  development  of  the  mail-order 
house  and  the  chain  store  in  this  country. 

When  the  statement  is  made  that  there  are  too  many  middle- 
men, it  may  mean  one  of  two  things:  either  that  there  are  too 
many  classes  of  middlemen,  that  is,  too  many  successive  steps ;  or 
that  there  are  too  many  of  each  class,  that  is,  too  many  wholesalers, 
or  too  many  retailers.  While  the  splitting  up  of  the  marketing 
process  into  a  number  of  successive  steps  is  largely  a  question  of 
division  of  labor,  as  already  pointed  out,  the  question  as  to 
whether  there  are  too  many  of  each  class  is  at  least  partially  one 
of  large-scale  production,  although  other  considerations  are  also 
involved.  In  the  wholesale  trade,  we  already  have  relatively  large 
business  units.  In  the  retail  trade,  on  the  other  hand,  there  are 
innumerable  small  stores  scattered  all  over  our  large  cities,  and  it 
is  this  fact  that  is  so  frequently  condemned  by  those  looking  for  a 
solution  of  the  marketing  problem. 

The  subject  of  retail  distribution  is  only  beginning  to  be  sub- 
jected to  scientific  study,  and  it  is  perhaps  too  early  to  come  to 
any  very  definite  conclusions  as  to  the  efficiency  or  possible  im- 
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provement  of  the  present  system.  There  are  two  or  three  facts, 
however,  that  are  worthy  of  consideration  in  this  connection.  As- 
suming that  the  cost  of  retailing  would  be  lowered  by  eliminating 
the  corner  grocery  store  and  concentrating  the  business  in  a  few 
large  stores,  there  appears  to  be  no  very  practical  way  of  bring- 
ing this  about.  As  long  as  men  (or  women)  with  no  experience 
in  merchandising  can  eke  out  an  existence  by  establishing  and  liv- 
ing in  their  little  stores  and  delicatessens;  as  long  as  wholesale 
grocers  and  produce  dealers  will  extend  credit  to  such  individuals ; 
and  as  long  as  enough  people  will  do  at  least  part  of  their  trading 
with  the  neighborhood  store, — just  so  long  will  the  little  comer 
grocery  remain  in  existence.  Second,  it  is  not  at  all  certain  that 
greater  concentration  of  the  retail  business  would  result  in  any 
lower  cost  of  doing  business,  because  I  believe  that  it  has  been 
shown  that  in  the  large  stores,  located  in  the  heart  of  the  city, 
the  coat  of  doing  business  is  higher  than  in  the  small  corner  gro- 
cery. This  is  due  partly  to  the  fact  that  certain  fixed  charges 
like  rent  increase  in  greater  proportion  than  sales,  but  more  to 
the  fact  that  these  stores  furnish  superior  and  more  expensive 
service,  the  demand  for  which,  on  the  part  of  consumers,  is  also 
growing  faster  than  their  purchasing  power. 

Another  consideration  of  interest  in  this  connection  is  the 
manner  of  distribution  adopted  by  the  chain  store,  which  is  the 
most  important  recent  development  in  the  retail  grocery  trade. 
In  Philadelphia  alone,  there  are  nine  chatn-store  companies  with 
a  total  of  1260  grocery  stores.  It  is  claimed  that  they  do  over 
half  of  the  retail  grocery  trade  in  the  city.  The  chain  store  is  an 
example  of  large-scale  production  in  merchandising.  It  makes  its 
economies  through  buying  in  large  quantities;  standardization  of 
methods,  store  equipment,  and  products  handled;  saving  in  deliv- 
ery and  advertising;  and  saving  of  interest  and  losses  by  doing  a 
spot-cash  business.  But  the  significant  feature  of  this  system  is 
that  it  distributes  not  through  large,  centralized,  retail  stores,  but 
through  innumerable  small  stores  scattered  throughout  the  city 
and  even  in  the  suburbs. 

It  may  be  considered  by  many  that  the  arguments  used  up  to 
this  point  appear  to  justify  the  present  system  of  market  distribu- 
tion almost  in  its  entirety.  I  have  purposely  refrained  from 
alluding  to  the  weak  spots  in  the  system,  however,  because  I  feel 
that  in  order  to  obtain  a  sane  view  of  the  problem,  it  is  necesaary 
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for  us  to  obtain  a  dear  conception  of  fundamental  propositions 
herein  set  forth.  Enough  has  been  said  perhaps  to  lead  to  the 
conclusion  that  there  is  ample  economic  justification  for  the  funda- 
mentals of  present-day  market  organization,  and  that  the  solution 
of  the  marketing  prdblem  lies  not  in  revolutionizing  the  present 
system,  but  in  ferreting  out  its  weaknesses,  and  applying  remedies 
to  cure  these  weaknesses. 

There  certainly  are  defects  in  the  marketing  system,  just  as 
there  are  in  our  manufacturing  and  agricultural  systems.  These 
weaknesses  can  be  discovered  only  by  painstaking  intensive  studies 
of  the  methods  and  costs  of  marketing  each  farm  product  in 
turn,  because  where  there  is  weakness  in  marketing  one  commodity 
there  is  strength  in  the  marketing  of  another.  Although  research 
in  the  field  of  marketing  has  not  gone  far  enough  to  point  out  aU 
the  shortcomings  of  the  present  organization,  certain  weaknesses 
have  been  unearthed,  many  of  which  are  not  recognized  by  most 
of  the  casual  observers  who  have  expressed  opinions  with  regard 
to  the  present  system. 

It  is  convenient  to  classify  the  defects  of  the  present  system 
under  four  heads  as  follows : 

1.  Those  connected  with  marketing  at  country  shipping  points. 

S.  Those  connected  with  the  transportation  system. 

8.  Those  connected  with  the  wholesale  trade. 

4.  Those  connected  with  the  retail  trade. 

In  discussing  these  weaknesses,  I  shall  confine  myself  to  those 
connected  with  marketing  at  country  points,  and  with  the  whole- 
sale trade.  The  principal  weaknesses  of  the  system  of  marketing 
at  country  points  are  as  follows : 

1.  Careless  packing  and  lack  of  uniformity  In  packages. 

2.  Insufficient  attention  to  quality  of  goods,  to  sorting  before 
shipment,  and  to  varieties  produced. 

8.  Poor  roads  from  farm  to  country  shipping  point. 

4.  Lack  of  knowledge  of  market  conditions  and  prices  on  the 
part  of  farmers. 

5.  Poor  business  management  on  the  part  of  local  buyers,  coun- 
try stores,  and  farmers'  organizations. 

6.  Lack  of  honesty  on  the  part  of  both  farmers  and  local 
buyers. 

7.  Abuse  of  monopoly  power  when  there  is  one  buyer,  and  price 
agreements  when  there  are  several  buyers. 
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The  principal  weaknesses  of  the  organization  and  methods  of 
the  wholesale  produce  trade  are  as  follows : 

1.  Opportunity  for  fraud  and  sharp  practices.  The  fact  that 
local  shippers  often  have  inadequate  representation  in  the  ter- 
minal markets  makes  these  possible. 

St.  Lack  of  adequate  inspection  systems.  For  some  commodi- 
ties, like  grain,  there  are  splendid  inspection  and  grading  systems, 
which  in  many  states  are  maintained  by  the  government.  For 
most  commodities  the  inspection  service  is  either  inadequate  or 
lacking  altogether. 

5.  Wholesale  markets  are  often  poorly  located,  sometimes  great- 
ly congested,  and  often  lacking  in  proper  terminal  facilities. 

4.  Lack  of  an  adequate  price-quotation  system.  For  some 
commodities  the  methods  of  determining  quotations  have  reached 
a  high  degree  of  development,  while  for  others  they  are  inadequate. 
Also  the  quotation  systems  in  some  cities  are  more  efficient  than 
in  others.  This  whole  question  of  quotations  is  of  the  greatest 
importance  and  interest.  Whether  a  quotation  should  be  deter- 
mined by  actual  sales  on  an  exchange,  or  by  the  vote  of  the  whole 
exchange,  or  by  a  quotation  conmiittee  of  an  exchange,  or  by 
outside  market  reporters,  is  an  imsolved  problem,  and  practices 
vary  greatiy  in  different  cities  and  in  different  trades.  There 
has  been  much  litigation  with  regard  to  the  issuing  of  quotations 
by  produce  exchanges,  and  the  New  York  Mercantile  Exchange 
is  being  investigated  at  present  by  the  Attorney  General  of  New 
York  State.  One  difficulty  with  the  quotation  problem  is  that 
the  economic  functions  and  value  of  market  quotations,  especially 
their  use  as  "trading**  or  "settling**  bases  has  never  been  fully 
recognized  and  imderstood. 

6.  Lack  of  sufficient  organization  and  means  of  obtaining  and 
disseminating  market  information,  resulting  in  imeven  distribution 
of  crops  among  the  several  markets,  with  consequent  gluts  and 
scarcities.  This  weakness  is  greatly  exaggerated  by  most  writers 
on  the  subject,  because  it  applies  to  the  highly  perishable  and 
seasonal  products  only.  In  the  grain,  live-stock,  butter,  eggs, 
poultry,  and  other  trades,  the  balancing  of  prices  between  differ^ 
ent  markets  results  in  such  an  even  and  automatic  distribution  that 
the  results  can  only  excite  our  wonder  and  admiration. 

6.  Lack  of  standardization  of  methods,  customs,  grades,  pack- 
ages, trade  terms,  etc.,  in  different  markets. 
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It  18  only  necessary  to  recite  these  various  shortcomings  of  our 
present  system  to  prove  that  the  marketing  problem  is  vastly 
complex,  and  that  improvement  can  be  brought  about  only  by 
careful  investigation  along  a  number  of  lines  and  by  the  appli- 
cation of  one  remedy  here  and  another  there.  The  object  of  this 
paper  is  to  state  the  problem  rather  than  to  present  a  solution, 
but  study  of  the  subject  has  gone  far  enough  to  indicate  at  least 
in  a  general  way  the  nature  of  some  of  the  remedies.  The  most 
important  may  be  classified  broadly  under  four  heads:  first, 
cooperation,  meaning  a  type  of  organization  owned  and  demo- 
cratically controlled  by  those  who  do  business  through  it ;  second, 
voluntary  associations  among  dealers;  third,  government  regula- 
tion; and  fourth,  education. 

In  this  country  cooperative  organizations  have  developed  main- 
ly among  producers,  and  hence  have  to  do  with  marketing  at  coun- 
try points.  In  some  countries  they  have  been  carried  to  terminal 
markets  and  even  into  the  export  trade.  In  Western  Canada, 
the  farmers  market  a  large  part  of  their  grain  through  their 
own  organizations  in  the  Winnipeg  market.  A  few  attempts  are 
being  made  along  this  line  in  the  United  States,  but  the  extent  to 
which  farmers'  organizations  should  assume  functions  other  than 
those  connected  with  local  marketing  is  a  problem  that  needs  care- 
ful consideration.  Minnesota  is  far  in  the  lead  of  all  the  other 
states  with  respect  to  the  development  of  cooperation  among  farm- 
ers. There  are  now  over  1000  cooperative  marketing  organiza- 
tions in  Minnesota,  including  creameries,  which  also  manufacture ; 
and  in  1918  they  marketed  over  $50,000,000  worth  of  farm  pro- 
ducts. The  movement  has  been  growing  so  rapidly  in  that  state 
that  it  needs  direction  more  than  encouragement. 

The  part  played  by  associations  of  dealers  in  regulating  and 
improving  the  marketing  machinery  is  not  fully  appreciated.  In 
many  instances  such  associations  have  fallen  into  disrepute  because 
of  monopolistic  tendencies — sometimes  real  and  sometimes  imagin- 
ary. It  Is  safe  to  say,  however,  that  the  most  highly  organized  and 
efficient  marketing  organizations  in  the  country  are  to  be  found 
among  our  produce  exchanges. 

The  functions  performed  by  such  organizations  in  furnishing 
market  places  and  trading  facilities,  adopting  rules  to  prevent 
fraud,  collecting  and  disseminating  market  information,  and  in 
providing  systems  of  inspection  and  grading,  are  invaluable  to 
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the  economical  marketiiig  and  even  distribution  of  certain  com- 
modities. Such  organizations  are  gradually  extending  their  fielda 
of  usefulness,  and  they  must  not  be  overlooked  either  for  what 
they  have  done  in  the  past  or  for  what  may  be  accomplished  by 
them  in  the  future. 

Moreover,  there  are  many  features  of  the  marketing  system  that 
can  be  dealt  with  efficiently  only  by  the  government  itself.  We 
already  have  state  inspection  of  grain  in  many  states,  and  federal 
inspection,  or  at  least  federal  supervision,  has  become  a  live  Issue. 
We  have  state  warehouse  laws  which  govern  the  operations  of 
grain  elevators  and  the  operations  of  cold  storage  plants.  Some 
states  have  laws  which  provide  for  the  bonding  and  licensing  of 
commission  merchants  and  which  compel  them  to  show  their  books 
in  case  of  complaint.  New  York  State  has  recently  passed  an 
apple-grading  law,  and  she  has  also  established  a  Market  and 
Food  Department  to  deal  with  marketing  problems.  Municipali- 
ties have  ordinances  governing  milk  distribution.  Minnesota  has 
adopted  a  state  brand  for  butter,  and  other  states  are  contem- 
plating a  similar  move.  Several  states  have  passed  special  laws 
to  make  possible  the  formation  of  cooperative  organizations.  And 
so  on.  Government  regulation  is  an  important  factor  in  the 
solution  of  the  marketing  problem. 

Finally,  education  in  marketing  is  necessary.  The  principles  of 
marketing  should  be  included  in  every  course  in  elementary  econ- 
omics ;  special  courses  should  be  developed  in  agricultural  and  com- 
mercial schools ;  and  the  general  public  should  be  educated  to  the 
fact  that  if  it  requires  elaborate  services  from  retailers,  it  must 
pay  for  such  services. 

In  connection  with  these  remedies,  public  markets  and  direct 
marketing  by  parcel  post  and  express  should  be  mentioned.  Pub- 
lic markets  where  producers  sell  directly  to  consumers  have  been 
given  more  attention  than  they  deserve,  because  they  never  can 
play  a  very  important  part  in  the  solution  of  the  problem  for  the 
following  reasons:  only  an  infinitesimal  part  of  a  large  city's  food 
supply  can  be  grown  within  hauling  distance ;  farmers  who  haul 
to  market  can  not  afford  the  time  necessary  to  wait  around  a 
large  part  of  the  day  to  sell  to  consumers ;  a  very  small  proportion 
of  the  housewives  of  a  city  can  leave  their  children  or  their  house- 
hold or  social  duties  to  go  to  market;  they  are  open  only  part 
of  each  year ;  and  the  competition  of  public  markets  can  not  reduce 
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prices  in  retail  Btores  as  much  as  is  generally  imagined  because 
people  in  general  are  willing  to  pay  for  the  superior  service 
o£Fered  by  the  stores.  Public  markets  are  good  as  far  as  they 
go  and  should  be  encouraged,  at  least  certain  modifications  of 
them,  but  let  us  not  be  too  optimistic  with  regard  to  their 
possibilities. 

A  similar  thought  might  be  expressed  in  regard  to  the  possi- 
bilities of  direct  marketing  by  parcel  post  or  express.  The 
quantity  of  farm  products  so  marketed  ia  undoubtedly  on  the 
increase,  but  it  will  always  be  an  extremely  small  proportion  of 
the  total  volume.  Several  reasons  might  be  given  why  direct  mar- 
keting ia  not  apt  to  develop  on  a  large  scale.  While  reading  the 
bulletin  on  ^^Marketing  Eggs  by  Parcel  Post"  recently  issued  by 
the  United  States  Department  of  Agriculture,  I  made  a  list  of 
seventeen  different  things  that  we  are  told  farmers  must  do,  but 
which  they  do  not  now  do,  ranging  from  handling  their  own  eggs 
to  assuming  losses  from  breakage,  in  order  to  make  a  direct  ship- 
ment a  success.  This  bulletin,  although  written  in  an  optimistic 
vein,  suggests  important  reasons  why  direct  marketing  of  eggs 
can  not  develop  on  a  large  scale. 

In  conclusion,  let  me  again  call  attention  to  the  fact  that 
economists  have  not  only  neglected  these  problems,  but  that  they 
have  not  even  gone  into  the  matter  sufficiently  to  know  what  the 
real  problems  are.  Universities  in  our  large  cities  have  little 
realized  the  opportunities  for  valuable  research  work  in  the  various 
wholesale  trades  at  their  very  doors.  And  I  can  vouch  for  the  fact 
that  som^  of  these  problems  are  also  very  fascinating.  It  is  not 
only  a  matter  of  collecting  vast  amounts  of  empirical  data;  it  is 
also  a  matter  of  solving  intricate  problems,  most  of  which  prob- 
lems require  a  good  sound  knowledge  of  economics  for  their  solu- 
tion. A  very  few  of  our  state  universities  have  begun  this  work. 
The  most  important  movement  in  this  direction  is  the  establishment 
of  the  Office  of  Markets  in  the  United  States  Department  of  Agri- 
culture, which  has  already  begun  just  such  painstaking  investiga- 
tions as  I  have  suggested.  The  great  need  is  to  get  down  to  the 
fundamental  principles  underlying  the  subject  of  market  dis- 
tribution. There  is  perhaps  no  field  of  economics  in  which  the 
fallacious  and  misleading  statements  of  uninformed  writers  and 
speakers  go  unchallenged  by  economists  to  such  an  extent.  Hap- 
pily the  indications  are  that  more  adequate  attention  will  be  given 
to  this  important  and  interesting  field  in  the  future. 
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6.  N.  Lauman  :  These  papers  so  thoroughly  illustrate  a  point 
made  by  both  speakers  that  it  might  be  suspected  that  the  authors 
had  counseled  with  each  other,  were  there  not  more  fundamental 
reasons  for  their  agreement.  They  are  agreed  that  much  serious 
effort  must  be  put  on  the  study  of  the  marketing  question  in 
order  to  reduce  the  cost  of  living.  Mr.  Meeker  dwells  on  the  cost 
of  transportation  and  Mr.  Weld  tells  us  this  item  is  insignificant. 
That  the  marketing  of  agricultural  products  has  met  with  the 
same  difficulties  non-agricultural  products  have  encountered  is  ap- 
parent. I  gather  from  Mr.  Meeker's  paper  that  the  attempts  to 
correct  any  abuses,  particularly  those  of  transportation,  have 
not  been  made  fast  enough  to  suit  him  and  that  their  ultimate 
solution  cannot  be  hoped  for  along  the  lines  followed.  He  there- 
fore suggests  the  radical  postage-stamp  rate  of  transportation 
as  the  solution. 

In  suggesting  this  service  he  does  not  seem  to  realize  that  he  is 
tampering  with  natural  conditions  on  the  one  hand,  and  that  on 
the  other  hand  he  proposes  to  compel  the  farmers  adjacent  to  the 
large  centers  of  consumption  to  produce  all  that  these  centers 
need,  particularly  of  perishable  products.  How  much  of  the 
yearly  family  budget  is  involved  in  the  cost  of  highly  perishable 
products?  Flour,  eggs,  potatoes,  beans,  peas,  apples,  butter,  ex- 
cluding milk,  and  meat  comprise  the  main  items.  Cauliflower 
should  be  grown  around  Washington,  according  to  Mr.  Meeker, 
of  the  same  grade  as  that  of  eastern  Long  Island.  Nature  for 
the  most  part  and  man  in  a  lesser  degree  provided  that  the  de- 
velopment of  cauliflower  growing  in  this  country  should  be  other- 
wise. Agriculture  the  world  over  is  constantly  adjusting  itself 
to  national  and  international  development.  If  we  see  any  definite- 
ness  in  this  development,  it  is  that  everywhere  the  natural  forces 
are  being  depended  on  more  and  more  because  these  are  the  cheap- 
est elements  of  production.  Added  to  this,  the  constantly  cheap- 
ening cost  of  transportation  ought  to  give,  theoretically  at  least, 
a  practical  solution  of  our  problem  in  so  far  as  it  depends  on 
these  factors.  Mr.  Weld  points  out  that  the  great  staples  and 
less  perishable  products  are  handled  with  less  cost  between  the 
producer  and  consumer  than  the  more  perishable  products.  May 
it  not  be  that  our  chief  difficulties  lie  in  just  this  field?  It  is  here 
that  the  organization  of  the  producers,  with  a  complete  system  of 
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information,  can  work  to  good  effect  for  both  producers  and  con- 
sumers. There  must  always  be  greater  differentials  and  variable 
prices  in  the  more  perishable  products  than  in  those  capable  of 
storage.  The  speculator  and  the  commission  man  have  here  their 
greatest  opportunities. 

I  am  not  convinced  from  these  papers  that  the  problem  of  the 
middleman  is  not  very  bad.  Mr.  Weld  argues  in  one  instance  for 
more  of  them.  May  it  not  be  that  the  East  has  more  trouble  with 
this  question  than  the  West;  that  the  older  the  conmiunity  the 
more  likely  it  is  to  have  a  greater  development  of  the  imnecessary 
middleman?  Mr.  Weld  does  not  cite  extreme  cases,  yet  many 
such  could  be  cited,  and  the  burden  became  so  great  in  just  such 
cases  that  the  producers  were  finally  driven  to  drastic  remedies. 
No  better  case  could  be  cited  than  in  the  adjoining  New  Jersey 
county  of  Monmouth,  where  the  producers  have  successfully  elim- 
inated four  middlemen  and  in  a  few  years  have  taken  over  business 
running  into  the  millions. 

With  the  problem  of  public  markets,  where  the  ultimate  producer 
and  consumer  are  to  meet,  we  come  face  to  face  with  much  irra- 
tional and  radical  suggestion,  particularly  from  the  cities.  In 
the  present  trend  of  development  of  society,  it  does  not  seem  to 
me  that  we  can  eliminate  the  comer  grocery  or  its  equivalent.  It 
saves  time  if  nothing  else.  It  is  constantly  available  to  supply 
our  wants,  it  even  grants  us  credit  to  the  next  pay-day.  Will  the 
public  market  do  this  and  more?  The  public  market  with  proper 
storage  in  the  large  centers  may  be  a  cheaper  solution  of  the 
problem  of  supplying  the  ultimate  middleman.  The  public  mar- 
ket reaches  but  a  small  number  of  the  population.  The  tendency 
in  growing  cities  with  public  markets  is  for  the  producer  to  be 
replaced  by  a  middleman  supplying  his  needs  from  the  constantly 
increasing  produce  yards  or  docks  of  our  great  transportation 
companies.  To  me  the  present  Solution  of  this  problem  is  either 
the  chain-store  system  or  consumers'  cooperation.  One  has  only 
to  study  the  English  and  continental  cooperative  stores  to  realize 
that  they  are  not  only  an  economic  force  felt  in  the  humblest 
home  but  a  moral  force  without  a  parallel  in  such  combination. 

Mr.  Weld  has  pointed  out  the  already  great  significance  of 
cooperation  among  producers  in  Minnesota.  The  hope  of  the 
farmer  in  this  problem  of  better  prices  for  his  products  lies  in 
cooperation  with  his  associates  similarly  situated.  Though  per- 
haps not  a  model  in  all  respects,  yet  the  history  and  development 
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of  the  California  citrus  growers  organization  show  what  can  be 
done  by  enlightened  leaders  and  business  men  who  are  producing 
a  product  which  must  be  marketed  more  than  a  thousand  miles 
away.  It  may  be  true  that  in  Minnesota  less  encouragement  and 
more  direction  is  needed  with  these  cooperative  organizations,  yet 
in  the  vast  majority  of  states  education  in  the  principles  and 
methods  of  cooperation  is  greatly  needed  not  for  the  purpose  of 
creating  mushroom  organizations,  as  is  done  in  a  state  not  SOO 
miles  away,  but  to  prepare  the  ground  that  the  people  shall  when 
necessity  demands  be  able  to  develop  an  indigenous  organization, 
and  not  one  led  by  an  officeholder  at  Trenton  or  Annapolis  or 
Albany.  The  high  death  rate  of  these  organizations  pointed 
out  by  Mr.  Meeker  is  due  to  the  insufficient  basis,  economic, 
educational,  and  moral,  upon  which  they  are  foimded.  The 
difficulties  are  aggravated  by  the  very  quality  de>veloped  by 
agriculture  which  in  other  respects  is  so  admirable — ^that  of 
independence. 

To  me  a  stronger  showing  up  of  the  farce  of  expecting  the 
parcel  post  to  solve  this  great  marketing  problem  would  have 
been  welcome.  The  deliberate  attempt  made  by  government  press 
bureaus  to  mislead  the  general  public  seems  almost  to  indicate 
some  other  motive  than  pure  public  service.  A  study  of  the  re- 
sults of  the  parcel  post  in  Europe  shows  that  for  very  limited 
quantities  of  (as  a  rule)  high  grade  products  for  a  special  trade 
the  post  office  can  be  an  aid. 

Both  papers  have  pointed  out  the  need  of  state  and  federal  aid 
in  solving  marketing  problems,  and  both  have  shown  the  weaknesses 
here  to  be  encountered.  As  we  read  the  history  of  cooperation 
where  it  has  been  most  successful,  we  realize  how  much  has  been 
done  by  the  people  themselves  without  government  aid  and  even 
in  spite  of  governments.  The  result  has  been,  particularly  in 
consumers'  cooperation,  that  they  have  successfully  kept  down  the 
cost  of  living  and  under  war  conditions  have  steadied  prices,  par- 
ticularly in  England.  If  we  are  to  have  a  development  of  coopera- 
tion in  this  country,  let  us  hope  that  it  comes  from  a  deep  and 
conscious  desire  to  solve  our  own  problems  with  as  little  govern- 
ment aid  as  possible. 

Selden  O.  Maetin:  It  is  gratifying  to  see  the  subject  of 
Market  Distribution  on  the  program  of  the  American  Economic 
Association.     It  is  none  too  soon.     For  seven  years  the  course 
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on  marketing  in  the  Graduate  School  of  Busine89  Administration 
of  Harvard  University  has  been  considered  pivotal  by  the  faculty 
of  the  School,  many  of  whom  are  members  of  this  Association. 

The  title  of  the  course  has  evolved  from  first  ^^Economic  Re- 
sources of  the  United  States,"  to  next  ^^Conmiercial  Organization- 
Domestic,"  and  finally  to  the  present  title  of  ^^Marketing,"  just 
plain  marketing,  the  buying  and  selling  of  things.  But  from  the 
first,  under  whatever  name,  problems  of  marketing  have  been 
the  center  of  interest  and  study  in  the  School.  The  making  of 
things  and  the  buying  and  selling  of  things  are  the  two  great  cefi." 
tral  functions  of  business.  All  other  activities  of  business — ^trans- 
portation, banking,  accounting,  whatever  they  may  be — are 
functions  auxiliary  to  these  main  functions.  With  the  present- 
day  operation  and  correlation  of  these  functions  I  believe  every 
economist  should  be  acquainted. 

In  a  note  for  the  Amercian  Economic  Review  for  December, 
191S,  on  the  Harvard  Bureau  of  Business  Research,  I  ventured 
to  say  that  from  the  point  of  view  of  the  economist  business  might 
be  called  applied  economics  and  that  the  movement  at  Harvard^ 
for  research  in  business  was  but  a  part  expression  of  the  feeling, 
among  the  younger  generation  of  economists  at  least,  that  much 
more  inductive  study  of  present  economic  processes  was  desirable 
before  further  large  constructive  work  in  economic  theory  was 
attempted.  Really  the  business  man  and  the  economist  are  study- 
ing the  same  subject,  though  their  points  of  view  are  different. 
The  business  man  is  interested  in  results  and  consequently  in  the 
mechanism  that  produces  the  results.  The  economist  is  interested 
in  the  reasons  for  the  mechanism  and  the  results.  But  is  not  his 
appraisal  of  reasons  apt  to  be  more  accurate  if  based  on  an  inti- 
mate knowledge  of  mechanism? 

Dr.  Meeker  in  a  broad  deductive  way  has  attacked  the  existing 
organization  for  marketing.  But  he  has  also  very  properly  point- 
ed out  difficulties  in  certain  stock  reforms  suggested.  Dr.  Meeker 
has  also  emphasized  as  a  step  toward  solving  the  marketing  prob- 
lem reform  in  transportation  service  and  rates.  There  is  undoubt- 
edly room  for  improvement  in  the  transportation  of  commodities, 
but  after  all  even  the  present  transportation  cost  is  but  a  small 
part  of  the  final  price  of  the  commodity.  Dr.  Weld  in  his  thought- 
ful paper  reports  that  the  transportation  cost  of  a  pound  of 
butter  from  Minnesota  to  New  York,  where  it  sold  for  86  cents, 
was  1^  cents.     This  is  4.2  per  cent  of  the  price  paid  by  the 
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consumer.  Of  chicken  from  the  Minnesota  farm  to  Minneapolis, 
faster  transportation  consumed  7  per  cent  of  the  final  price.  Fur- 
thermore, these  are  transportation  charges  on  commodities  of  a 
comparatively  raw  nature.  On  more  highly  finished  goods  I  am 
confident  that  the  transportation  cost  will  be  found  still  less  im- 
portant. On  shoes,  it  is  found  ranging  from  %  to  8/10  of  1  per 
cent  of  the  retail  selling  price.  Only  in  the  case  of  shoes  borne  from 
Massachusetts  to  California  is  this  cost  f oimd  reaching  S  per  cent. 

Local  transportation  charges  commonly  known  as  delivery  ex- 
pense are  usually  a  greater  cost  than  the  common  carrier  charges, 
but  even  in  groceries  has  seldom  been  encoimtered  a  delivery  ex- 
pense greater  than  8%  per  cent.  There  is  a  department  store  in 
an  unusual  situation  the  delivery  expense  of  which  rises  to  3^ 
per  cent,  but  this  is  exceptional. 

Dr.  Weld's  paper  is  suggestive  not  only  in  its  content,  but  in 
the  inductive  method  employed  in  piecing  together  facts  from 
actual  marketing  operations.  The  general  conclusion  I  gather 
from  his  paper  is  that  the  present  organization  for  marketing  is 
not  accidental  or  parasitic.  There  are  reasons  for  it,  but  it  can 
probably  be  improved.  The  result  of  detailed  study  of  individual 
commodities  and  methods  of  distribution  will  show  where  the  pres- 
ent system  may  be  improved.  It  is  not  likely  that  such  study  will 
indicate  that  remedy  must  be  found  in  any  destruction  of  existing 
facilities  or  their  radical  reconstruction.  Those  who  have  most 
thoroughly  studied  the  problems  of  market  distribution  must  con- 
cur in  this  program  of  intelligent  adaptation.  It  is  somewhat 
surprising  to  note  Dr.  Weld's  statement  that  universities  in  our 
large  cities  have  little  realized  the  research  opportimities  at  their 
very  doors,  and  that  but  a  very  few  of  our  state  imiversities  have 
begun  the  work.  He  makes  no  mention  whatever  of  the  work 
done  by  Harvard  University  in  its  research  on  the  marketing  of 
shoes  and  groceries.  Nearly  four  years'  work  in  contact  with  over 
9000  members  of  each  trade,  shoe  and  grocery,  in  98  states  and 
Canada,  the  employment  of  14  field  agents  in  the  last  four  sum- 
mers, would  seem  to  warrant  the  addition  of  at  least  one  non- 
state  university  to  the  marketing  research  list. 

Dr.  Weld,  however,  was  doubtless  imconsciously  thinking  of 
research  in  the  marketing  of  food  products  from  the  producer  to 
the  consumer,  whereas  the  Harvard  research  has  been  almost  wholly 
on  the  marketing  of  manufactured  products  from  the  manufacturer 
to  the  consumer.     The  Bureau  of  Business  Research  at  Harvard 
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welcomes  the  opportunity  to  advise  and  to  cooperate  with  similar 
research  organizations  which  are  coming  into  existence.  Indeed, 
already  it  has  enjoyed  that  privilege  and  trusts  that  it  may  serve 
a  further  movement  toward  coordination  of  effort  in  this  most 
attractive  field. 

The  field  of  marketing  may  be  said  roughly  to  have  two  main 
divisions,  one  on  the  side  between  the  producer  of  raw  material 
and  the  manufacturer,  and  the  other  on  the  side  between  the 
manufacturer  and  the  ultimate  consumer.  Notable  illustrations 
of  research  work  in  the  first  division  are  the  egg  bulletin  of  the 
University  of  Minnesota  and  the  cheese  bulletin  of  the  University 
of  Wisconsin.  These  food  products  are  largely  of  the  nature  of 
raw  materials  and  the  consumer  occupies  a  position  in  a  rough 
way  relative  to  that  of  a  manufacturing  user.  The  Harvard  work 
has  been  almost  entirely  in  the  division  of  marketing  between  the 
manufacturer  and  consumer,  and  so  far  chiefly  with  the  retailer, 
although  now  in  shoes  work  with  the  wholesaler  and  with  the 
manufacturer  with  or  without  a  stock  department  is  being  done. 
The  marketing  of  the  hide  from  the  cattle  owner  to  the  tanner,  and 
to  the  shoe  manufacturer,  a  great  and  important  subject,  has  not 
been  touched  yet.  In  the  study  of  the  marketing  of  groceries, 
just  begun  in  a  large  way  last  June,  the  Bureau  may  be  sent  back 
eventually  in  some  degree  to  the  origincJ  producer,  although  it  is 
groceries  that  are  being  studied,  provisions  and  dairy  products 
only  as  they  are  carried  by  grocers. 

A  figure  or  two  shows  the  field  for  study  between  the  manufac- 
turer and  consumer.  Forty  per  cent  of  the  price  paid  for  a  pair 
of  shoes  is  consumed  in  getting  the  shoes  from  the  manufacturer 
to  the  consumer.  Seventy  per  cent  of  the  $1.50  paid  for  a  certain 
scientific  book  does  not  reach  the  printer  of  that  book.  Similarly 
figures  varying  from  86  to  70  per  cent  could  be  given  for  cloth- 
ing, hardware,  and  drugs. 

Where  the  risk,  be  it  of  style  or  perishability,  is  less,  the  differ- 
ence between  the  producer's  price  and  the  consumer's  price  is  less, 
but  even  in  groceries  this  difference  ranges  from  S6  per  cent  to  40 
per  cent  of  the  consumer's  price.  Whatever  its  explanation,  the 
fact  remains  that  between  the  manufacturers  and  consumers  of 
many  commodities  a  sum  equal  to  from  SO  to  40  per  cent  and[ 
more  of  what  the  consumer  pays  is  added  to  the  manufacturer's 
price.  It  was  to  explore  this  40  per  cent  on  shoes  that  work 
began  with  the  shoe  retailer  in  1911.    This  work  has  already  been 
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described  in  the  American  Economic  Review  for  December,  1918, 
and  still  more  fully  in  the  Bureau's  Bulletin  Number  1,  of  May, 
1918. 

Dr.  Weld  found  that  14  per  cent  of  the  final  price  of  his  pound 
of  butter  and  20  per  cent  of  the  price  of  his  pound  of  chicken  went 
to  the  retailer,  and  states  that  in  general  his  investigations  show 
that  the  gross  profit  of  the  retailer  is  nearly  as  large  as  all  the 
intervening  gross  profits  combined — in  shoes  it  is  much  larger — 
and  that  this  gross  profit  is  not  due  to  the  high  net  profit  of  the 
retailer  but  to  his  high  operating  expense.  This  is  also  sup- 
ported by  the  Bureau's  experience  in  shoes.  This  does  not  seem 
necessarily  unnatural,  since  possibly  as  in  physics  as  the  pipes  of 
distribution  become  smaller  the  friction  may  increase  geometrically. 

The  most  important  part  of  the  results  of  the  shoe  research  yet 
published  is  summarized  in  the  following  figures,  which,  though 
first  based  on  the  records  of  ISO  retail  shoe  stores,  were  later  not 
materially  affected  by  returns  from  650  stores  in  26  states  and 
Canada. 


Summary  Table  of  Important  Figures  from  the  Retatl  Shoe 

Business.     (Net  Sales  =  100  per  cent.) 


Item 

Lowest 
per- 
cent- 
age 

Highest 
per- 
cent- 
age 

Percentage 

about  which 

data  center 

(not  an 

average) 

Percentage 
about  which 
a  concentration 
is  sufficient  to 
indicate  a  real- 
izable   standard 

Gross     profit,     including 
discounts    • 

90 

18 

0.8 
5.0 
0.0 
0.0 
1.8 
1.0 

49 

35 

1.8 
10.3 

8.8 

1.4 
14.6 

7.9 

Low  grade  93-35 
High    *•     30-33 

Low  grade  93 
High   grade   97 

1.1 
8.0 
9.0 
0.6 
5.0 
9.5 

Total   operating  expense 
not    including    freight 
and  cartage  or  interest 

Buvinir  exoense 

Low  grade  90 
High   grade  95 

1.0 

Salesforce    

Advertisinir  

7.0 
1.5 

Deliveries    

0.4 

Rent    

8.0 

Interest    

9.0 

Stock-turns,  a  year 

Annual  sales  of  average 
salesoerson    • . 

1.0 
$5,000 

3.6 
$16,500 

1.8 
$10,000 

9.5 
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The  first  two  columns  show  the  range  in  certain  important 
figures  of  operation,  the  third  column  the  mode  of  the  whole  group 
for  each  figure,  and  the  fourth  column  the  mode  for  an  eflScient 
group  large  enough  to  be  significant. 

It  is  seen  that  the  gross  profit  ranges  from  20  per  cent  to  42 
per  cent  of  the  price  to  the  consumer  but  centers  about  9S  to  26 
per  cent  according  to  the  grade  of  shoes  sold.  The  total  operating 
expense  ranges  from  18  per  cent  to  86  per  cent,  but  centers  about 
28  to  27  per  cent  according  to  the  grade  of  shoes.  The  true  net 
profit  was  found  to  be  surprisingly  low.  It  frequently  became 
a  minus  item  when  proper  charges  were  made  for  interest  and 
proprietor's  time.  The  four  items — ^salesforce,  rent,  interest,  and 
advertising — comprise  from  two  thirds  to  three  fourths  of  the 
expense  of  the  ordinary  retail  shoe  stores.  Other  items  are  dis- 
cussed in  Bulletin  Number  1.  Two  more  significant  items  may  be 
mentioned  here — the  annual  sales  of  the  average  salesperson  and 
stock-turn. 

The  annual  sales  of  the  average  salesperson  is  one  of  the  first 
tests  of  efficiency  of  a  retail  store.  In  the  retail  shoe  business  in  a 
city  of  more  than  100,000  population  the  average  salesperson 
should  sell  $10,000  worth  of  footwear,  at  retail  selling  value.  It 
has  been  surprising  in  other  businesses  to  find  this  holding  ap- 
proximately true,  whether  the  average  unit  of  sale  is  20  cents  or 
two  dollars.  Where  the  rent  is  absolutely  high,  the  sales  of 
the  average  salesperson  rise  in  accord  with  good  Ricardian  doc- 
trine. For  example,  in  great  business  thoroughfares  like  Broad- 
way an  average  annual  sales  per  salesperson  of  $16,500  was  found, 
but  this  did  not  prevent  the  rent  percentage  from  rising  as  high 
as  12. 

Incidentally  may  it  be  said  here  that  no  apparent  connection 
has  been  found  between  rent  and  advertising  as  some  have  argued. 
High  rent  percentages  with  low  advertising  percentages  have  been 
encountered,  but  in  no  marked  degree  more  than  high  rent  per- 
centages with  high  advertising  percentages. 

The  number  of  stock-turns  in  the  retail  shoe  trade  has  been 
found  ranging  from  one  a  year  to  8.6  times,  but  centering  about 
1.8  times  a  year — surprisingly  few.  In  the  retail  grocery  business 
the  number  of  stock-turns  ranges  from  12  to  20.  There  seems 
little  question  but  that  there  has  been  a  marked  decrease  in  stock- 
turn  in  the  retail  shoe  trade  in  the  last  seven  years,  and  that  this 
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is  chiefly  due  to  an  increase  of  styles  especially  marked  about  1908, 
when  shoe  manufacturers  whose  output  became  suddenly  curtailed 
by  the  crisis  of  1907  sought  to  increase  their  market  by  creating 
and  pushing  specialities.  So  sure  about  this  does  the  Bureau  fed 
that  in  the  revised  schedule  for  shoe  retailers  question  17  reads: 
^^Give  an  approximate  idea  of  the  number  of  lasts  and  styles  you 
carried  your  first  year ;  in  1907 ;  now " 

Increasing  styles,  lower  stock-turn,  increased  capital,  greater 
depreciation  cost,  mean  higher  operating  expense.  Shoe  retailers 
with  well  operated  businesses  today  claim  to  have  operated  at  an 
expense  of  less  thiui  10  per  cent  in  the  80'8.  So  confident  is  the 
Bureau  that  they  cannot  operate  under  18  per  cent  now  that  our 
standing  instructions  to  our  field  agents  this  last  summer  were  to 
investigate  carefully  any  operating  expense  under  18  per  cent,  first 
on  the  ground  of  error,  and  if  no  error  was  found  then  by  all 
means  to  record  the  methods  employed.    A  few  were  found. 

Cooperative  buying  associations  of  retailers  operating  as  whole- 
salers in  both  the  shoe  and  grocery  trades  have  been  encountered. 
One  such  shoe  association,  which  impressed  us  as  being  particu- 
larly well  managed,  was  yet  unable  to  purchase  more  than  40  per 
cent  of  the  supply  of  any  one  of  its  members  at  wholesale  rate 
because  of  the  difference  in  the  local  market  of  each  member. 

A  similar  successful  cooperative  association  of  retail  grocers 
by  no  means  furnishes  the  equivalent  of  wholesale  service  to  its 
members.    Each  has  to  pay  cash,  and  to  do  his  own  delivering. 

Much  of  the  higher  cost  of  living  is  undoubtedly  due  to  better 
living  or  fancied  better  living,  be  it  in  the  form  of  greater  variety .^ 
change  of  styles,  service,  or  what.  We  will  not  carry  our  packages 
again,  or  cease  to  order  by  telephone  in  any  general  way,  any 
more  than  we  will  go  back  to  the  spinning  wheel  and  candle.  Such 
is  not  the  teaching  of  economic  history. 

Still  the  fact  remains  that  right  in  the  present  system  of  mar- 
keting has  been  discovered  a  variation  of  17  per  cent  in  the 
operating  expense  of  retail  shoe  stores,  and  a  variation  in  gross 
profit,  which  is  cost  to  the  consumer,  of  22  per  cent.  A  part  of 
increased  retail  efficiency  seems  to  go  to  the  consumer  in  reduced 
prices,  although  it  is  hard  to  say  in  what  degree.  An  improve- 
ment possible  then  in  the  marketing  organization  (and  I  agree 
with  Dr.  Meeker  and  Dr.  Weld  that  there  is  no  one  reform) 
would  seem  to  be  in  the  retail  end.     What  is  the  most  efficient 
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practice  for  a  retailer?  Shall  he  buy  from  more  or  fewer  sources? 
Shall  these  sources  be  manufacturers  or  wholesalers?  How  much 
stock  shall  he  carry?  How  shall  he  determine  it?  In  other  words, 
cannot  retailing  be  made  more  scientific  and  economical? 

The  figures  so  far  published  by  the  Harvard  Bureau  of  Busi- 
ness Research  has  been  preponderantly  from  cities.  Further- 
more, stores  have  not  been  sufficiently  classified  by  kind.  With  the 
profit-and-loss  statements  of  cooperators  for  January  and  Feb- 
ruary in,  it  is  hoped  there  will  be  enough  data  to  warrant  tabula- 
tions on  three  main  bases — ^the  grade  of  business,  the  population 
of  the  conununity  in  which  the  store  is  located,  and  the  annual  net 
sales.  Figures  from  over  200  chain  stores,  as  well  as  those  from 
department  stores,  will  receive  separate  treatment. 

These  tabulations  are  expected  to  bring  out  some  important 
facts.  It  is  advanced  in  an  entirely  tentative  fashion  that  they 
will  show  the  small  unit  in  retailing  shoes  to  be  the  most  efficient. 
It  is  likely  to  appear  that  a  shoe  store  with  yearly  sales  of  about 
$50,000  may  be  the  ^^representative  firm,"  and  furthermore  that 
it  is  likely  to  be  a  one-store  business.  Department  stores  and 
even  chain  stores  are  not  expected  to  make  so  favorable  a  showing. 

In  communities  of  less  than  100,000,  the  rent  percentage  is  ex- 
pected to  be  distinctly  less.  Low  grade  businesses  will  show  a 
still  more  marked  reduction  in  operating  expense  as  compared  with 
high  grade  businesses.  In  the  work  now  in  progress  with  shoe 
wholesalers  and  manufacturers,  some  manufacturers  who  sell  both 
through  wholesalers  and  directly  to  retailers  fortunately  carry 
their  stock  department  for  retailers  as  if  it  were  an  independent 
wholesaler,  so  that  valuable  comparisons  can  be  made  between  the 
costs  of  these  respective  methods  of  marketing.  The  grocery  re- 
search began  with  retailers  last  June,  and  the  introduction  of  a 
uniform  system  of  accounts  for  retail  grocers  is  proceeding.  Al- 
ready most  striking  differences  between  the  grocery  trade  and  the 
shoe  trade  are  appearing  in  the  figures  and  other  data  furnished. 

This  tremendous  field  of  inviting  research  has  been  scarcely 
touched.  A  university  is  ideally  suited  for  doing  this  work,  be- 
cause of  its  non-competing  position  and  scientific  attitude,  and 
this  is  becoming  more  and  more  the  opinion  of  the  business  world. 
In  such  a  vast  field  there  should  be  no  duplication  of  research  by 
government  or  universities,  and  furthermore  such  research  as  is 
done  should  dovetail  with  other  research.     To  this  end  the  Har- 
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vard  Bureau  of  Business  Research  has  corresponded  with  uni- 
versities, and  with  federal  and  state  bureaus  which  have  inquired 
about  the  work,  some  of  which  are  contemplating  similar  work, 
and  has  offered  them  the  results  of  its  experience.  The  Bureau 
has  suggested  that  whoever  goes  into  this  research  work  intensively 
will  need  an  accounting  system,  and  for  the  sake  of  uniformity 
the  Bureau  hopes  that  its  system  of  accounts  will  be  considered, 
so  that  if  possible  the  published  results  of  all  such  research  can 
be  niore  accurately  compared. 

Aethub  E.  Swanson:  Mr,  Meeker's  contention  that  our  pres- 
ent transportation  system  with  its  community  discrimination  in- 
volves waste  is  valid,  but  I  do  not  believe  that  such  waste  is  a 
primary  cause  of  the  high  marketing  cost.  The  studies  that 
have  been  made  indicate  that  the  transportation  cost  is  small 
when  compared  with  the  cost  of  retailing  and  jobbing.  While 
from  5  to  7  cents  of  the  consumer's  dollar  is  paid  for  transporta- 
tion, 40  to  46  cents  is  paid  for  middle. iien's  services. 

In  regard  to  the  advisability  of  establishing  a  flat  postal  rate  as 
a  remedy,  in  the  marketing  of  perishable  commodities,  I  disagree 
totally.  In  the  first  place,  Mr.  Meeker  shows  by  the  conclusion 
to  his  discussion  of  transportation  that  he  hopes  for  a  result  from 
the  flat  rate  which  can  be  accomplished  more  economically  and 
without  any  radical  departure  in  rate  making  by  a  more  extensive 
application  of  the  cost  of  service  principle.  He  anticipates  his 
"Carping  Critic"  by  stating  that  "the  depreciation  in  quality  of 
merchandise,  insurance  and  interest  charged  would  afford  sufficient' 
obstacles  in  the  shipment  of  commodities,  especially  perishable 
goods,  to  prevent  their  shipment  across  the  continent  to  compete  in 
the  markets  with  the  same  products  grown  near  at  hand."  Now,  if 
that  is  the  condition  striven  for,  why  have  the  flat  postal  rate?  If 
the  flat  rate  would  actually  result  in  the  condition  Mr.  Meeker 
describes,  how  would  the  consumer  be  benefited?  Would  not 
the  flat  rate  tend  to  increase  the  cost  of  transportation  to  the 
nearby  producer,  for  the  reason  that  the  rate  would  have  to  be 
high  enough  to  cover  the  transportation  cost  of  distant  producers. 

The  flat  rate  woiHd  operate  more  to  the  advantage  of  the  con- 
sumer than  would  the  cost  of  service  rate  only  if  the  distant  com- 
munities could  compete  efl^ectively  with  nearby  producers  without 
restricting  the  output  of  the  latter. 
•Page  191. 
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If,  however,  the  flat  rate  would  operate  to  draw  goods  from  dis- 
tant communities,  it  would  tax  the  nearby  producer  in  favor  of 
those  more  distant.  The  effect  that  this  would  have  on  ^com- 
munity" industries  is  apparent. 

The  flat  postal  rate  departs  from  the  only  economic  principles 
which  we  have  to  serve  as  guides  in  rate  making,  namely,  the  cost- 
of-service  principle  and  the  principle  of  comparative  costs.  For 
in  rate  making,  the  application  of  the  cost  of  service  principle 
results  in  a  proportionate  application  of  the  comparative  cost 
principle.  It  is  true  that  the  cost  of  service  has  not  governed 
rate  making  in  the  past,  and  that  it  cannot  be  the  sole  guide 
in  the  future,  but  I  do  think  that  the  greatest  economy  will  result 
from  a  closer  and  more  consistent  approximation  to  the  cost  of  ser- 
vice in  rate  making.  This  would  make  marketing  cost  a  part  of  the 
production  cost  of  a  community,  and  apply  more  rigidly  than  ever 
the  principle  of  comparative  costs. 

Regarding  the  economic  organization  of  producers  on  a  coopera- 
tive basis,  I  am  in  accord  with  Mr.  Meeker.  Such  organization  of 
producers  will  facilitate  the  standardization  of  grades  and  packing, 
the  coordination  of  supply  and  demand  in  the  various  markets,  the 
dissemination  of  market  information,  and  the  like,  all  of  which  will 
tend  to  eliminate  waste. 

It  will  take  some  time,  however,  to  organize  even  a  small  pro- 
portion of  the  independent  American  farmers  in  cooperative  so- 
cieties, and  in  the  meantime,  I  believe  that  the  national  government 
should  continue  with  even  greater  vigor  its  proposed  program  of 
establishing  market  grades  and  standards,  developing  a  market 
news  service,  and  facilitating  the  organization  of  cooperative 
societies. 

With  Mr.  Meeker's  conclusions  in  regard  to  the  parcel  post, 
public  markets,  improved  terminal  and  storage  facilities,  and  the 
utilization  of  street  railways  for  the  transportation  of  commodi- 
ties, I  am  in  substantial  agreement. 

Mr.  Weld,  in  his  very  excellent  paper,  points  out  that  the  retail 
store  takes  nearly  as  large  a  margin  as  that  taken  by  all  the 
other  middlemen,  including  railroads,  but  he  discusses  the  market-* 
ing  problems  as  they  present  themselves  under  the  present  system 
of  retailing.  His  justification  of  the  subdivision  of  marketing 
into  successive  steps,  as  applying  the  principle  of  the  division  of 
labor  and  specialization,  rests  on  the  assumption  that  the  present 
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retailing  system  is  to  be  regarded  as  permanent.  My  study  of 
retailing  leads  me  to  believe  that  the  present  system  of  retailing  ig 
one  of  the  primary  causes  of  the  high  marketing  cost,  which  also 
accentuates  other  merchandising  problems. 

A  very  fundamental  weakness  in  our  present  retailing  system  it 
the  small  size  of  the  individual  retailing  unit.  I  am  aware  that 
very  small  retail  shops  arc  operating  on  a  very  low  margin  of  gross 
profit  because  they  have  low  administrative,  rent,  bad  debt,  and 
delivery  charges,  but  these  shops  serve  mainly  those  people  who  de- 
mand very  little  service  or  who  depend  upon  these  shops  only  fop 
incidental  accommodations.  The  ordinary  retail  store  of  today  is 
too  small  to  avail  itself  of  the  great  cost-reducing  principle  of  mass 
production.  It  cannot  economize  by  large  buying  without  reduc- 
ing its  number  of  stock  turn-overs. 

An  estimate  based  on  the  budgetary  study  by  the  United  States 
Department  of  Labor,  1901,  on  the  rise  in  price  of  food  since  that 
time  and  on  the  number  of  stores  selling  food  products  in  Chicago, 
places  the  average  annual  sales  of  retail  food  stores  in  that  city  at 
a  little  over  $25,000.  I  have  checked  this  estimate  and  have  found 
that  very  successful  retail  stores  have  sales  as  low  as  $60,000  a 
year. 

The  chain  store  appears  to  solve  the  problem  of  economy  in 
buying  without  sacrificing  the  location  and  convenience  factor,  so 
important  in  retail  merchandising.  It  has  had  a  number  of  ad- 
ministrative and  financial  difficulties  to  overcome,  but  after  a  long 
period  of  experimentation  these  are  being  solved,  as  is  evidenced 
by  the  steady  increase  in  the  number  of  chain  stores  during  the 
past  two  decades.  The  great  increase  indicates  that  economies 
can  be  effected  in  retailing. 

The  chain  stores  can  economize  by  large  buying  direct  from 
producers  without  reducing  the  number  of  stock  turn-overs.  They 
can  also  economize  by  standardizing  their  stock  and  service.  De- 
livery expense  can  be  reduced  provided  a  chain  is  located  in  one 
community  because  consumers'  orders  for  staples  can  be  exchanged. 
The  prevalence  of  the  chain  store  system  would  tend  to  reduce  the 
successive  steps  in  marketing  and  to  reduce  the  number  of  indi- 
vidual units  in  each  step.  The  profits  of  individual  retailers  are 
not  large,  but  the  profits  in  the  aggregate  are.  By  reducing  the 
number  of  successive  steps  and  by  reducing  the  number  of  middle- 
men, the  aggregate  profits  will  be  reduced. 

It  seems  inevitable  that  the  demand  for  economy  will  introduce 
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the  chain  system  or  some  other  retailing  organizations  capable  of 
utilizing  the  ^mass  production'  principle  more  extensively  in  the 
future.  With  this  may  come  a  tendency  toward  monopoly.  It 
may  well  be  that  the  consumer  will  not  be  in  a  position  to  benefit 
materially  by  this  increased  economy  without  finally  organizing 
these  systems  on  a  cooperative  basis. 

In  conclusion  I  wish  to  emphasize  with  the  principal  speakers 
the  fact  that  marketing  is  a  complex  problem  which  requires  studj 
from  many  different  angles. 

Clyde  Lyndon  Kino  :  One  basic  element  in  minimum  distribu- 
tion costs,  particularly  of  fruits  and  vegetables,  has  not  been  em- 
phasized in  either  of  the  main  papers,  and  that  is  the  need  for  the 
standardization  of  farm  produce  and  of  containers. 

Nature  has  already  done  much  to  standardize  products,  pro- 
vided she  be  encouraged  by  careful  and  scientific  choice  of  seeds. 
A  leading  seed  firm  in  a  recent  prospectus  states  that  ^^60  per  cent 
of  the  seeds  that  are  now  being  sold  to  our  gardeners  come  from 
inferior  stocks."  The  standardization  of  seeds  and  the  standard- 
ization of  growing  processes  can  readily  give  us  a  standard  product, 
and  this  standardized  product  can  have  definite,  reliable  grades 
of  national  significance,  intelligible  to  growers  and  buyers  in  all 
sections  of  the  country.  Thus  the  grades  of  corn,  wheat,  and  other 
grains  have  already  been  standardized  to  such  an  extent  at  least 
that  the  national  government  can  now  come  in  and  adopt  standards 
that  mean  the  same  thing  the  coimtry  over.  But  little  has  been 
done,  however,  toward  national  standardization  in  fruits,  and  prac- 
tically nothing  has  been  done  toward  either  national  or  local 
standardization  of  vegetables. 

Of  as  great  importance  to  minimum  marketing  costs  is  the 
standardization  of  containers.  This  applies  with  particular  force 
necessarily  to  vegetables  and  fruits.  So  long  as  beans  are  mar- 
keted in  the  bushel  hamper,  in  the  %  bushel  basket,  in  barrels, 
half  barrels,  bushel  boxes,  1/3  bushel  boxes,  the  gallon  and  its 
small  divisions,  box  crates,  hamper  baskets  of  28  quarts  and  1^ 
bushel  capacity,  and  occasionally,  as  in  New  York,  in  the  82-quart 
berry  crates;  so  long  as  beets  are  marketed  in  the  bushel  ham- 
per, fractional  bushel  baskets,  stave  baskets,  baskets  of  greater 
than  a  bushel  capacity,  standard  barrels  and  their  fractions  and 
in  S2-quart  crates;  so  long  as  lettuce  is  marketed  in  the  bushel 
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hamper,  the  %  bushel  basket,  ia  lettuce  crates  of  all  sizes  and 
denominations,  in  round  stave  baskets,  hamper  baskets  of  28  and 
40-quart  capacities,  and  in  barrels  and  baskets  of  all  sizes ;  so 
long  as  tomatoes  are  shipped  in  bushel  hampers,  in  %  bushel 
baskets,  fractional  bushel  baskets,  two-quart  baskets,  or 
in  four-basket  crates  as  may  fit  the  imagination  or  tra- 
dition of  the  grower;  so  long  as  there  is  such  heterogeneity 
as  this  in  containers  even  in  the  same  locality,  let  alone  in  the 
same  state  or  primary  market ;  so  long  as  no  one  container  is  typi- 
cal for  any  one  product  on  any  one  market, — just  so  long  will  it 
be  impossible  for  the  retailer  or  other  buyer  or  seller  to  know 
how  much  or  what  grade  he  is  ordering.  Just  so  long  as  such 
conditions  persist,  marketing  methods  can  only  be  hit-and-miss 
guesses  all  along  the  line.  To  approach  accuracy,  to  make  pro- 
duce available,  to  make  prompt  ordering  possible,  to  facilitate 
sales,  to  conserve  space  in  carriers  and  in  storage,  attention  muat 
first  be  given  to  the  standardization  of  containers. 

This  need  was  definitely  brought  out  in  the  answers  to  certain 
questions  recently  submitted  by  the  author  to  the  S46  members 
of  the  Vegetable  Growers'  Association.  These  growers  not  only 
recognized  the  utter  want  of  similarity  in  containers  in  the  various 
markets  and  in  the  same  marltet,  but  pointed  definitely  to  the  ad- 
vantages of  standardization  of  containers.  Some  of  the  advantages 
mentioned  were:  lowering  of  costs,  convenience  of  handling,  saving 
of  time,  producer  and  consumer  know  what  they  are  giving  and 
getting,  goods  are  more  wisely  handled,  there  is  more  satisfaction, 
buying  and  selling  are  made  easier,  one  price  would  then  be  possi- 
ble for  each  grade  of  goods.  In  general  these  growers  recom- 
mended three  methods  by  which  standardization  could  be  attained : 
use  of  labels,  legislation,  and  cooperation. 

With  such  standard  containers  and  products,  and  with  the  re- 
sponsibility for  living  up  to  these  standards  squarely  placed  upon 
the  growers,  many  needless  risks  in  sorting  and  packing  by 
wholesalers,  and  jobbers,  would  be  eliminated.  Retailers  could 
then  buy  with  greater  accuracy  and  with  better  results,  and  the 
consumer  would  benefit  through  more  stable  and  lower  prices. 

A  second  fact  that  has  not  received  the  attention  it  deserves 
is  the  reorganization  of  marketing  methods  now  going  on  among 
growers,  and  among  the  chain  of  business  men  from  producer  to 
consumer.     The  rampant  asseverations  of  the  past  few  years  as* 
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to  the  unnecessarily  high  cost  of  food  distribution  have  at  least 
had  the  very  happy  result  of  putting  into  the  minds  of  farmers 
and  all  middlemen  questions  as  to  just  what  their  actual  marketing 
costs  are  at  each  stage  in  the  distribution  process  and  whether  and 
how  these  costs  can  be  lowered.  The  farmers  and  business  men 
generally,  therefore,  have  of  late  been  reorganizing  to  a  greater 
or  less  extent  their  own  buying  and  sales  methods.  This  is  par^ 
ticularly  true  of  those  concerned  with  the  growing  and  marketing 
of  vegetables  and  fruits,  the  sales  agencies  as  well  as  the  markets 
of  grain  having  been  fairly  well  standardized. 

The  reorganization  of  the  market  is  therefore  not  an  ideal  merely 
to  be  hoped  for.  It  is  a  force  already  with  us.  Fifty-seven  reasons 
can  easily  be  summoned  to  prove  that  what  is  in  the  dic^tribution 
system  is  right,  but  happily  the  big  fact  is  that  as  many  business 
forces  are  now  at  work  revamping  and  reorganizing  our  distri- 
bution system.  Thus  vegetable  and  fruit  growers  particularly 
are  watching  prices  at  every  step  in  the  distribution  process  with 
a  view  to  adapting  their  sales  methods  to  maximum  returns  and  of 
selling  at  the  point  where  such  returns  are  assured.  Of  the  138 
vegetable  growers  in  the  United  States  who  answered  the  author's 
query  as  to  whether  they  sold  to  local  purchasers,  cash-buying 
jobbers,  retailers,  or  consumers,  39  answered  that  they  sold  to 
wholesalers  on  consignment,  30  to  cash-buying  jobbers,  31  to  local 
purchasers,  51  to  retailers,  and  SS  to  consumers.  That  is,  one- 
half  of  these  growers  sold  either  to  retailers  or  consumers.  Nor 
are  these  growers  limiting  themselves  to  any  one  of  these  five  outlets 
for  their  goods.  Thus,  of  the  138  who  responded,  17  sold  to  all 
five,  that  is,  to  wholesalers  on  consignment,  cash-buying  jobbers, 
local  purchasers,  the  retailer  and  the  consumer.  Seven  more  sold 
to  wholesalers,  cash-buying  jobbers,  local  purchasers  and  re- 
tailers.    Others  sold  to  three  or  more  of  these. 

Nor  are  the  growers  alone  the  only  class  of  business  men  who 
are  organizing  their  purchasing  and  selling  methods.  The  whole- 
saler is  turning  jobber.  He  is  sending  his  automobile  direct  to  the 
farm  and  is  selling  direct  to  the  retailer.  The  jobber  is  buying 
direct  from  the  farm  and  is  selling  direct  to  the  retailer.  The 
chain  store  is  combining  within  its  organization  practically  all  of 
the  various  steps  in  the  distribution  process.  Retailers,  through 
cooperative  organizations  and  through  the  dissemination  of  knowl- 
edge of  how  and  when  to  buy,  are  buying  much  more  directly  and 
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efficiently  than  ever  before.  Consumers,  whether  through  coopera- 
tive organizations  or  through  extended  knowledge  as  to  food  values 
and  food  products,  daily  buy  more  intelligently. 

The  science  of  marketing  and  of  minimum  distribution  costs 
alike  require  the  securing  and  dissemination  of  reliable  information. 
We  have  now  reached  the  point  where  there  is  urgent  need  for  city, 
state,  and  national  market  bureaus  that  will  go  ^^hob-nailed"  and 
not  ^^pussy-foot"  in  securing  and  giving  out  the  facts  needed  for 
sane  buying  and  selling  on  the  part  of  all.  The  national 
market  bureau,  in  ascertaining  the  areas  where  the  standard  fruits 
are  most  largely  grown,  and  the  markets  for  these  respective  areas, 
is  laying  a  splendid  f oimdation  for  a  real  science  in  marketing  and 
for  minimum  distribution  costs.  The  New  York  State  Food  and 
Market  Bureau,  recently  created,  likewise  offers  valuable  sugges- 
tions as  to  what  can  be  done  in  the  future  to  give  to  growers  and 
purchasers  the  information  needed  to  reach  the  best  markets  at 
the  best  prices.  The  public  auctioneer  plan,  recently  authorized 
by  a  proposed  statute  applicable  to  New  York  City,  and  the  use- 
fulness of  which  has  been  demonstrated  in  continental  cities  beyond 
a  measure  of  doubt,  offers  an  avenue  for  direct  sales  of  standard 
products  in  standard  containers  that  bids  fair  to  revolutionize 
the  character  of  products  grown  and  the  marketing  methods  used 
by  growers  near  all  large  cities.  Suggestions  as  to  the  endless 
possibilities  in  the  education  of  the  consumer  are  the  pamphlets 
now  being  issued  by  Mayor  Mitchell's  Food  Supply  Committee  of 
New  York  City.  These  pamphlets  instruct  housewives  in  such 
every  day  matters  as  how  to  cook  fish.  As  part  of  this  general 
scheme  comes  in  the  much  abused  parcels  post,  shipment  by 
hamper,  and  the  public  market.  Taken  in  and  by  themselves,  these 
schemes  do  not  appear  to  offer  propitious  possibilities  for  feeding 
the  fifty  million  urban  and  suburban  residents  in  this  country,  but 
taken  as  a  whole,  together  with  the  other  tendencies  herein  in- 
dicated, they  constitute  a  very  valuable  and  formidable  check  upon 
the  maximum  price  of  farm  produce. 

Such  are  some  of  the  typical  forces  now  at  work  in  the  reorgani- 
zation of  markets.  With  such  an  inclusive  and  well  supported 
view  of  the  marketing  system  before  us  as  that  so  ably  and  reliably 
outlined  by  Professor  Weld,  it  is  not  relatively  worth  while  as  yet 
to  give  serious  consideration  to  a  proposal  for  "postage  stamp" 
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railway  rates,  or  to  a  proposition  to  build  up  a  protective  wall 
around  each  of  the  local  communities  by  making  distance  rates 
proportionately  higher.  The  initial  cost  of  hauling  from  farm  to 
shipping  station  alone  makes  both  these  questions  sink  into  rela- 
tive insignificance.  The  fact  is  that  the  Kansas  farmer  today  is 
nearer  the  Philadelphia  market  than  the  Pennsylvania  farmer  of 
twenty-five  years  ago  who  lived  in  sight  of  the  spires  of  that  city's 
churches.  For  all  intents  and  purposes,  the  relative  cost  of  dis- 
tance shipments  is  relatively  inconsiderable  as  compared  with 
the  cost  of  hauling  from  farm  to  shipping  point.  And,  on  the 
other  hand,  this  initial  cost  is  so  great  as  to  render  not  only  futile 
but  very  harmful  any  attempt  to  give  to  the  local  agricultural 
conununity  higher  prices  from  nearby  urban  dwellers  through 
raising  rates  to  more  distant  points. 

Without  any  change  in  our  general  scheme  of  railway  rates, 
without  any  brief  either  for  or  against  any  one  of  the  existing 
types  of  middlemen,  without  deciding  whether  efficiency  in  mar- 
keting means  more  middlemen  or  fewer  middlemen,  the  forces  that 
are  now  at  woric  in  the  reorganization  of  marketing  methods 
through  lowering  costs  to  each  and  every  business  man  interested 
therein  will  ultimately  place  marketing  in  this  country  on  an 
exact,  scientific  basis.  This  means  assistance  to  farmers  and 
coimtry  buyers  through  dissemination  of  the  needed  marketing 
information,  assistance  to  wholesalers  and  jobbers,  through  ade- 
quate terminal  and  wholesale  facilities,  assistance  to  retailers  and 
consumers  through  reliable  information,  all  of  which  can  be  secured 
with  maximum  social  efficiency  only  through  well  organized  mar- 
ket bureaus  in  city,  state,  and  nation. 

J.  Russell  Smith  :  Professor  Lauman's  final  dismissal  of  the 
parcel  post  as  a  medium  of  marketing  products  from  farm  pro- 
ducer to  city  consumer  was  perhaps  made  too  soon.  Parcel  post 
is  very  yoimg  yet,  and  it  takes  things  a  long  while  to  develop. 
The  parcel  post  is  closely  associated  with  the  matter  of  standard- 
ization of  packages,  and  I  hope  that  we  may  hear  Dr.  Carver 
answer  his  own  question  as  to  the  desirability  of  inspection  of 
standard  packages,  as  we  now  have  inspection  of  standard  weights 
and  measures. 

Personally  I  believe  that  such  inspection  should  come,  and  when 
this  process  of  standardization  has  gone  forward,  then  the  parcel 
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post  may  render  an  important  service.  Personally  I  should  I 
to  buy  packages  of  pecans  and  other  nuts  if  I  knew  what  I  was 
buying.  As  it  is,  I  am  afraid  to  buy  them  anywhere  because  of 
my  experience  in  buying  pecans  that  stick  to  the  shell  and  would 
not  come  out  easily.  Similarly,  1  am  afraid  to  buy  a  barrel  of 
apples  without  I  know  the  brand.  Similarly,  in  laying  in  my  stock 
of  potatoes  for  the  winter  I  had  to  do  my  own  sampling  to  find 
out  whether  they  were  soggy  or  mealy.  I  should  not  have  had 
to  do  this.  There  is  no  physical  reason  why  packages  of  potatoes, 
fruit,  many  perishable  vegetables,  nuts,  etc.,  may  not  be  standard- 
ized, and  when  standardized,  shipped  in  many  cases  by  parcel  post. 
But  standardization  is  the  next  and  indeed  the  first  step. 

Henbt  C.  Emeby  :  I  have  taken  so  much  of  your  time  already 
in  the  morning  session  that  I  should  apoligize  for  rising  again.  I 
cannot  resist,  however,  asking  for  a  few  minutes  because  of  the 
great  interest  with  which  I  listened  to  this  discussion.  My  interest 
is  due  to  two  facts.  In  the  first  place,  years  ago  I  came  to  the 
conclusion  that  our  whole  theory  of  price,  as  elaborated  in  our 
economic  treatises,  gives  such  an  imperfect  explanation  of  the 
way  in  which  prices  are  actually  made  in  the  market  as  to  be 
almost  useless.  The  problem  of  the  margin  between  consumer's 
price  and  the  producer's  price,  and  the  problem  of  the  different 
prices  charged  to  different  consumers  for  exactly  the  same  thing 
seem  to  me  the  most  important  problem  in  our  fabric  of  economic 
theory. 

The  second  reason  is  because  of  my  own  experience  in  connection 
with  the  Tariff  Board  for  three  years  in  Washington.  We  col- 
lected there  a  large  amount  of  material,  both  as  to  prices  and 
costs.  I  well  remember  that  as  each  table  was  brought  up  from 
downstairs  to  my  desk  it  was  frequently  handed  over  with  the  com- 
ment, "Here  is  one  more  argument  for  consumers'  cooperation." 

Such  remarks  were  in  a  sense  humorous,  but  were  made  to  em- 
phasize the  way  in  which  the  fact  was  being  more  and  more  im- 
pressed upon  the  whole  force  there  that  a  fundamental  factor  in 
our  problem  was  a  study  of  the  gap  between  consumers*  price  and 
producers'  price.  In  fact,  I  think  most  of  us  came  to  the  con- 
clusion that  a  large  amount  of  theorizing  on  the  tariff  was  useless, 
due  to  the  fact  that  economists  have  failed  to  recognize  the  exist- 
ence of  a  large  number  of  different  prices.    They  have  talked  about 
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the  price  of  com  in  Poland  and  the  price  of  linen  in  Ireland 
as  if  either  of  these  were  a  single  and  determinable  factor.  The 
fact,  of  coarse,  is  that  there  is  a  mill  price,  a  jobbers'  price,  a 
wholesalers'  price,  and  a  retailers'  price,  to  say  nothing  of  the  fact 
that  there  may  be  a  considerable  difference  in  actual  retail  prices 
in  two  adjoining  stores.  For  example,  we  found  that  in  a  con- 
siderable number  of  commoner  grades  of  cotton  dress  goods  these 
goods  sold  actually  cheaper  in  the  United  States  at  the  nUU  than 
in  England.  On  the  other  hand,  they  would  be  sold  to  the  Ameri- 
can consumer  at  a  higher  price  than  to  the  English  consumer.  In 
some  cases  the  price  would  be  slightly  higher ;  in  other  cases  great- 
ly higher,  according  to  marketing  methods,  the  custom  of  set 
prices,  or  traditions  of  one  kind  or  another.  Thus  it  might  be 
that  in  one  such  case  a  20  per  cent  change  in  the  tariff  would  mean 
nothing  to  the  consumer,  while  in  another  case  a  6  per  cent  re- 
duction might  mean  much. 

I  arose,  however,  to  give  one  important  injunction  to  this  group 
of  younger  economists  who  have  done  such  excellent  work  in 
studying  these  problems.  Recognizing  the  fundamental  import- 
ance of  their  study,  both  for  economic  theory  and  for  the  deter- 
mination of  such  practical  problems  as  the  effects  of  tariff  rates, 
it  is  essential  for  them  to  remember  that  much  of  this  good  work 
will  be  completely  nullified  if  they  should  make  the  mistake  of 
starting  out  to  find  any  one  superior  system  or  method  of  mar- 
keting. What  our  experience  at  Washington  taught  us  was  the 
fact  that  what  is  true  of  an  ^^organdie"  is  not  necessarily  true  of 
a  ^'dotted  swiss,"  so  far  as  producers'  and  consumers'  prices  are 
concerned,  even  if  the  same  system  of  marketing  is  adopted.  The 
same  must  hold  true  regarding  goods  in  any  line. 

We  have  all  been  making  the  mistake  of  talking  about  such 
things  as  ^^cotton  dress  goods"  or  ^^shoes,"  as  if  either  of  these 
vrere  a  single  commodity  about  which  sweeping  assertions  could  be 
made.  Some  goods  can  be  handled  with  least  waste  by  the  small, 
independent  retailer;  some  by  chain  stores  controlled  by  manu- 
facturers; some  by  cooperative  chain  stores.  Some  goods  can  be 
bandied  economically  by  parcel  post;  some  cannot.  Some  goods 
:an  be  standardized ;  some  cannot  be  standardized.  Some  can  be 
itandardized  for  one  purpose,  but  not  for  another.  Some  goods  will 
ye  sold  by  grade,  some  goods  by  sample.  Indeed  the  same  goods  will 
ye  sold  by  grade  for  one  purpose  and  by  sample  for  another.    All 
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these  complesities  must  be  recognized.   There  is  so  single  methw 
no  one  perfect  system  of  marketing,  even  in  the  case  of  the  Eame  1 
of  goods.     I  emphasize  these  facts  for  fear  that  by  not  keepin 
them  clearly  in  mind  the  true  value  of  the  important  work  whid 
is  DOW  being  done  in  this  field  may  be  seriously  impaired. 


John  Lee  Coultee:  Some  ten  years  ago  when  I  first  started  1 
to  study  the  problems  of  marketing  farm  products  and,  indeed,  the  j 
problems  of  marketing  in  general,  I  found  it  difficult  to  secure  any 
printed  article  or  other  contribution  on  the  subject.  The  progress 
during  the  last  ten  years  has  been  marvelous  and  certainly  should 
be  encouraging  to  all  of  us.  I  rise  to  suggest  only  one  important 
consideration  which  all  of  us  should  keep  in  mind.  It  is  such  a 
new  field  and  the  data  collected  are  so  important  that  each  one 
engaged  in  making  an  investigation  should  bear  in  mind  not  onl^ 
his  own  interests,  but  the  needs,  interests,  and  wishes  of  all  of  us. 
In  doing  this  there  is  one  fundamental  principle  which  should  be . 
kept  constantly  in  mind  when  studying  the  cost  of  marketing,  and 
this  is  the  great  variation  which  is  found  not  only  in  the  cost  of 
marketing  the  same  product  at  different  seasons  of  the  year,  but 
different  products  at  the  same  season  of  the  year,  and  also  the 
differences  in  the  cost  as  between  individual  marketing  agents. 
Variations  in  efficiency  are  something  perfectly  wonderful.  All  of 
you  who  have  been  conducting  investigations  recognize  this.  An 
inefficient  marketing  agent  may  be  making  very  little  profit  and 
the  cost  of  doing  business  may  be  very  great,  even  40  or  60  per 
cent,  while,  on  the  other  hand  an  efficient  marketing  agent  may  be 
accumulating  immense  amounts  while  taking  a  margin  of  only 
20  or  25  per  cent.  Bearing  this  in  mind  it  is  of  the  greatest 
importance  to  all  of  us  that  investigators  keep  separate  the  in- 
formation showing  the  seasons  of  the  year,  the  exact  types  o{l 
goods  and  facts  for  different  marketing  agents. 

There  is  one  other  matter  in  this  connection  which  might  well 
be  referred  to,  though  I  do  not  wish  to  take  more  than  a  minute 
of  your  time.  Reference  has  been  made  from  time  to  time  to  the 
holding  of  a  product  over  from  the  wrong  time  (time  when  it  is 
not  wanted)  until  the  right  time  (the  time  when  it  is  wanted). 
This,  of  course,  is  the  whole  storage  problem,  and  includes  not  only 
warehousing  such  as  is  found  in  the  case  of  cotton,  wheat,  etc.,  but 
also  cold  storage.     I  desire  to  attract  your  attention  to  another 
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method  of  creating  time  utility,  and  yet  the  method  to  which  I 
refer  has  probably  generally  been  thought  of  as  belonging  to  an 
entirely  different  category.  I  have  in  mind  the  time  of  agricultural 
production  to  suit  the  market.  Thus,  it  may  cost  the  farmer  one 
dollar  to  produce  a  certain  quantity  of  a  certain  product  for  the 
use  of  the  consumer  on  the  first  day  of  June*  But  the  farmer 
discoTers  a  demand  for  the  same  product  on  the  first  day  of  May. 
He  may  find  it  possible  to  produce  the  same  quantity  of  the  same 
article  for  delivery  on  the  first  day  of  May  but  it  may  cost  him 
$1.10.  The  question  arises  in  my  mind  whether  this  additional 
ten  cents  should  not  be  considered  as  the  cost  of  giving  to  the 
article  time  usefulness. 

There  are  large  numbers  of  related  problems  which  have  come 
to  my  mind  and  which  I  have  studied  during  the  last  ten  years 
but  I  shall  not  try  to  bring  them  before  you  at  this  time.  I  think 
that  we  owe  a  great  deal  to  those  who  are  making  such  intensive 
and  useful  studies  in  this  field. 


THE  STATISTICAL  WORK  OF  THE  UNITED  STATES 

GOVERNMENT 

WAiiTEK  F.  Wilcox:  This  Is  the  first  time  that  the  American 
Economic  Association  and  the  American  Statistical  Association 
have  met  in  joint  sessi(m  and  the  second  that  they  have  in  coopera- 
tion considered  the  topic  which  is  now  our  theme.  The  memory  of 
some  older  members  of  the  two  Associations  instinctively  runs  back 
this  morning  to  the  time,  more  than  eighteen  years  ago,  when  joint 
conmiittees  of  these  Associations  met  around  a  table  in  New  York 
to  consider  the  terms  of  a  memorial  to  Congress  in  favor  of  a  per- 
manent Census  Bureau.  The  attendance  was  large  and  representa- 
tive, the  sessions  prolonged  and  animated,  not  to  say  stormy. 
Finally,  the  committees  reached  substantial  agreement  and  the 
memorial  then  drafted  exerted,  I  believe,  an  appreciable  influence 
upon  the  decision  of  Congress  five  years  later  to  make  the  bureau 
permanent. 

Two  earlier  precedents  are  even  more  encouraging.  The  first 
significant  improvement  in  American  census  practice  was  made 
in  1800,  with  the  purpose  of  testing  the  healthfulness  and  longevity 
of  the  American  population.  An  age  classification  of  the  free 
whites  into  five  periods  was  then  introduced.  This  concession  to 
non-political  considerations  resulted  directly  from  petitions  origin- 
ating with  the  recently  reorganized  Connecticut  Academy  of  Arts 
and  Sciences,  and  effectively  supported  by  similar  petitions  from 
two  older  and  more  infiuential  learned  societies,  the  American 
Academy  of  Arts  and  Sciences  at  Boston,  and  the  American  Phi- 
losophical Society,  located  at  the  seat  of  government  in  Phil- 
adelphia and  under  the  presidency  of  Thomas  Jefferson,  then 
Vice-president  of  the  United  States. 

The  longest  forward  step  ever  taken  by  federal  statistics  was 
probably  that  between  the  censuses  of  1840  and  1860.  The 
changes  then  introduced  were  due  in  no  slight  degree  to  the  egre- 
gious blunders  in  the  census  of  1840,  to  which  students  had  called 
attention,  and  to  petitions  for  an  improved  census  emanating  from 
the  New  York  Historical  Society,  and  the  then  youthful  American 
Statistical  Association.  In  now  debating  the  condition  of  federal 
statistics,  with  a  view  to  determining  our  individual  responsibilities 
as  scholars  and  our  collective  responsibilities  as  learned  societies 
towards  its  present  and  future  condition,  these  Associations  are 
following  a  line  of  notable  and  cheering  precedents. 
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If  (me  hopes  to  contiibiite  indhridoaDy  to  the  improvement  of 
federal  statistics,  the  first  essential  is  a  thorough  knowledge  of  the 
actual  conditions  under  which  the  work  is  done  and  of  the  field 
of  inquiry  with  which  the  figures  are  concerned.  It  is  seldom 
possible  to  get  this  knowledge  from  printed  official  reports.  For 
example,  the  census  of  1870  reported  that  IS  per  cent  and  that 
of  1910  that  SI  per  cent  of  American  negroes  were  mulattoes. 
The  obvious  interpretation  is  that  these  two  races  have  been  inter- 
ming^g  rapidly  since  the  Civil  War.  We  are  not  informed  that 
in  1910  for  the  first  time  many  of  the  enumerators  employed  were 
Negroes,  that  private  inquiries  conducted  by  Negro  enumerators 
have  shown  a  proportion  of  mulattoes  much  greater  than  census 
returns  of  similar  date  and  place,  and  that  this  administrative  in- 
novation may  explain  much  or  all  of  the  reported  increase  of 
mulattoes.  The  figures  do  not  prove  and  perhaps  hardly  strength- 
en the  inherent  probability  that  miscegenation  has  increased. 

How  many  monbers  of  our  Association  who  use  the  statistics  of 
immigration  know,  what  they  could  hardly  learn  from  the  reports 
of  the  Bureau  of  Immigration,  that  the  meaning  of  the  word 
immigrant  as  its  statistical  unit  has  been  several  times  altered  by 
bureau  circulars  and  the  comparability  of  the  figures  for  successive 
years  disturbed?  How  many  know  that  until  recentiy  an  immi- 
grant bird  of  passage  was  counted  as  an  immigrant  when  he  arrived 
in  the  spring,  was  not  counted  when  he  departed  in  the  fall,  and 
was  counted  again  as  often  as  he  returned?^ 

Closely  related  with  this  need  for  a  thorough  knowledge  of  any 
inquiry  whose  results  one  uses  is  the  need  for  measuring  or  esti- 
mating the  amount  and  direction  of  the  error  in  the  results.  This 
is  quite  other  than  the  probable  error  with  which  mathematical 
statists  are  concerned.  It  seeks  to  learn  whether  the  reported 
figures  are  above  or  below  the  truth  and  by  how  much.  In  a 
complicated  series  of  inquiries  each  set  of  answers  has  its  own  mar- 
gin of  error,  and  an  estimate  of  one  throws  littie  light  on  another. 
The  reported  number  of  married  women  is  slightiy  too  large 
because  for  a  woman  to  allege  marriage  is  to  state  a  claim;  the 
reported  number  of  divorced  women  is  far  too  small  because  such 
a  report  is  a  confession  of  fault  or  failure. 

The  greater  the  importance  of  one's  statistics  for  the  pur- 
pose he  has  in  hand,  the  stronger  becomes  the  need  of  determining 

'See    tiie   writer's    '*Oiir    Gain    in    Population   throai^   Immigration*   in 
Naiumal  Civie  Fed^atUm  Bemsw,  Noir.-Dec  1906,  p.  7, 
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whether  they  may  be  trusted  to  the  degree  implied  in  the  argoment, 
juBt  as  the  taller  the  building,  the  deeper  and  firmer  must  be  its 
foundations.  Is  there  no  danger  that  towering  and  impressive 
constructions  of  economic  speculation  are  being  erected  both  in 
the  United  States  and  in  Europe  with  too  little  effort  to  make 
Bure  that  the  statistical  foundation  is  bed-rock?  Is  there  no  dan- 
ger that  some  of  these  may  prove  ultimately  to  be  ill-founded? 
This  is  a  peril  against  which  mathematical  statists  may  need  to  be 
warned.  To  voice  that  warning,  I  cite  two  examples  from  the 
mistakes  of  mathematicial  geniuses. 

Before  and  for  many  years  after  1790,  when  the  United  States 
took  the  first  national  census  on  record,  the  opinion  was  current 
among  European  statists  that  to  enumerate  a  country's  population 
was  impracticable.  Needing  to  know  the  population  of  France, 
Laplace  secured  a  count  of  the  residents  in  certain  scattered  dis- 
tricts and  also  of  the  annual  number  of  registered  births  in  these 
districts  and  in  the  country.  These  facts  gave  him  a  ratio  between 
births  and  population  which  he  applied  to  the  whole  of  France. 
The  process  was  legitimate,  but  in  defending  it  Laplace  went  into 
an  elaborate  mathematical  demonstration  showing  with  pages  of 
formulae  that  there  was  not  one  chance  in  one  thousand  that  the 
error  of  his  estimated  population  would  exceed  half  a  million.  Today 
it  is  demonstrable  that  his  estimated  population  was  under  the 
truth  by  more  than  two  million,  or  9  per  cent  of  the  total,  and  that 
the  mistake  lay  not  in  his  mathematics  but  in  the  number  of  regis- 
tered births  in  France,  to  wbicb  he  applied  his  ratio.* 

If  any  mathematician  held  a  position  in  the  United  States  at 
the  end  of  the  nineteenth  century  comparable  to  that  held  by  La- 

*The  earliest  and  fullest  stBtement  of  Laplace's  argument  is  in  his  con- 
tributions to  Hittoire  de  I'Acadimie  Rogale  des  Sctencei  for  1793,  printed 
at  Paris  In  1T86.  After  several  unsuccessful  Inquiries  of  the  larger  American 
libraries,  these  volumes  were  found  in  the  library  of  the  American  Philosophical 
Sodety  of  Philadelphia,  which  kinAly  sent  them  to  Ithaca  for  my  use.  Laplace 
clung  to  this  method  at  least  until  1814,  when  his  E$tal  Fhiloiophiqu*  tw  Uf 
pTohabilitSt  appear«d  (Saa  Obuftbi  Complilfi,  1843-47,  Vol.  VII,  pp.  W,  f.) 
and  his  disciple  Quetelct  until  1937,  when  its  keen  criticism  by  de  Keverberg 
won  Quetelet  over  to  the  method  of  enumeration,  of  which  he  soon  became 
the  most  convincing  and  effective  advocate.  My  criticism  applies  to  the 
form  of  Laplace's  estimate  set  forth  in  his  Etiai  Philoiophiqut,  because  In 
that  form  it  can  be  tested  by  census  and  registration  figures.  For  evidence 
that  his  estimated  population  of  Prance,  98,359,645  In  1809,  was  below  the 
census  figures  and  that  those  were  below  the  truth,  see  Jacques  Bertlllon's 
Slat.  InUm.  riiuUant  dt»  B4oenttmt%U  (IWB),  pp.  SO,  31. 
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place  in  France  at  its  beginning,  it  was  probably  Simon  Newcomb. 
Because  of  his  eminence,  I  venture  to  feather  my  warning  shaft 
with  an  example  from  his  statistics.  In  his  brief  Statistical  /i>- 
quiry  Into  Sex  in  Human  Offspring^  a  main  object  was  to  show 
that  '^e  treatment  of  statistical  data  generally  on  a  large  scale 
by  the  rigorous  methods  of  probable  induction  leads  one  into  a 
Add  the  cultivation  of  which  promises  important  results  to  the 
science  of  the  future."*  The  first  of  his  six  conclusions  was :  "The 
preponderance  of  male  over  female  births  probably  varies  with 
the  race  ...  it  seems  to  be  either  non-existent  or  quite  small  in 
the  negro  race."^  This  conclusion  was  founded  entirely  upon  cen- 
sus figures  which  are  subject  to  a  margin  of  biased  error,  so  wide 
that  they  have  no  probative  value.  Furthermore,  the  conclusion  is 
directly  contradicted  by  the  few  American  registration  figures  of 
births  by  race  and  sex  to  which  no  reference  was  made,  although 
the  best  of  them  were  published  by  the  city  in  which  the  article  was 
probably  written. 

The  keen  interest  in  economic  or  statistical  theory  which  ex- 
presses itself  more  and  more  often  in  a  mathematical  dress,  is  not 
infrequently  associated  with  a  distaste  for  the  patient  and  com- 
petent testing  of  the  basic  facts.  This  neglect  may  lead  to  build- 
ing structures  on  foundations  of  sand  and  to  compromising  the 
reputation  of  our  guilds  in  their  collapse.  Certainly  the  contrast 
between  the  magnitude  of  the  superstructure  and  the  slipperiness 
of  the  foundation  is  often  glaringly  apparent  to  those  who  have 
struggled  in  deep  waters  to  lay  the  foundation  and  is  in  no  slight 
degree  responsible  for  the  attitude  of  quizzical  aloofness  with 
which  these  structures  are  viewed  by  some  who  know  much  about 
their  basis. 

I  dwell  upon  this  suggestion  because  I  have  long  believed  it  to  be 
needed,  and  perhaps  never  more  than  now  when  the  growing  en- 
thusiasm for  mathematical  statistics  in  Europe  and  the  United 
States  and  the  inability  of  many  producers  of  official  statistics  to 
follow  or  criticize  intelligently  the  interpretation  placed  upon  their 
own  figures  may  result  in  reviving  a  separation,  which  I  hoped 

'Simon  Newcomb,  A  BtatUtieal  Inquiry  Mo  th0  ProbabiKty  of  Oau$$$  of 
th0  Production  of  8§x  in  Human  Of  if  ring,  Carnegie  Institution  of  Washing- 
ton, 1904. 

•  Jd.,  Prefatory  Note. 
•W..  p.  8. 
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was  of  the  past,  into  groups  of  official  and  private  statists, 
somewhat  ill-informed  about  the  other. 

The  most  serious  obstacle  to  sound  work  in  federal  statisticB  is 
probably  the  overemphasis  upon  its  political  aspects.  All  official 
statistics  are  political  and  in  a  sense  partisan;  they  cannot  be 
entirely  divorced  from  politics  within  any  future  period  of  im- 
portance to  the  present  discussion,  yet  for  a  century  their  scien- 
tific or  rational  meaning  has  been  slowly  gaining  recognition. 
This  change  it  is  the  duty  and  privilege  of  our  Associations  to 
support  and  urge  forward.  To  that  end  we  need  to  provide  in 
our  universities  better  training  for  statists,  public  or  private, 
and  to  instil  into  them  a  sense  of  the  scientific  value  of  their  work. 
We  need  to  exercise  an  influence  in  favor  of  long  terms  of  service 
for  statists  who  have  earned  retention  and  for  the  promotion  of 
those  who  show  natural  aptitude.  Perhaps  nothing  would  further 
this  purpose  better  than  to  see  some  of  our  large  offices  become 
training  schools  in  producing  the  future  official  statists  of  the 
country.  They  are  not  now  trained  in  our  universities  and  they 
cannot  be  well  trained  without  enjoying  the  laboratory  experi- 
ence of  a  well-managed  office.  Universities  situated  near  such 
laboratories  might  profitably  arrange  collaboration  with  them, 
like  that  between  medical  schools  and  hospitals  or  that  between 
many  European  universities  and  the  statistical  offices  of  the  cities 
in  which  they  are  situated.  In  this  respect  the  Bureau  of  the 
Census  has  proved  a  disappointment.  It  has  done  little  to  train 
men  so  that  they  could  rise  to  higher  positions  in  the  office  and  in 
so  doing  lift  the  office  stafif  to  higher  levels  of  efficiency;  much 
less  I  believe  than  the  Coast  Survey  or  the  Greological  Survey  or 
the  Bureau  of  Corporations  has  done.  Largely  as  a  result  of  this 
overemphasis  upon  the  political  aspects  of  its  work  and  of  its 
neglect  to  train  men  for  promotion  the  quality  of  its  statistics  is 
not  improving  as  fast  as  the  quality  of  statistics  in  private  cor- 
porations or  the  quality  of  federal  work  in  geology  or  geodesy. 
Perhaps  indeed,  the  deterioration  is  absolute  as  well  as  relative. 

What  should  these  Associations  do  toward  improving  federal 
statistics  ? 

For  the  present,  I  have  but  one  suggestion.  It  would  be 
expedient,  I  believe,  for  each  Association  to  appoint  a  committee 
on  federal  statistics,  with  power  to  enlarge  its  membership,  and 
to  cooperate  with  the  corresponding  committee  of  the  other  Asso- 
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datum.  These  two  committees  mi^t  divide  the  field  of  federal 
statistics  between  them  and  start  a  person  at  work,  if  possible, 
on  each  main  field.  Each  cooperator  would  Jbe  invited  to  prepare  a 
report  on  the  recent  progress  and  present  condition  of  statistics 
within  the  field  assigned  him  and  to  embody  recommendations  for 
its  future  improvement.  The  reports  would  be  laid  before  the 
main  committee  for  editing.  Those  which  received  its  approval 
would  then  be  submitted  to  the  Associations  for  printing. 

In  this  manner  our  Associations  might  secure  for  themselves  and 
the  public  a  series  of  deliberate,  reasoned,  and  expert  opinions 
upon  the  subject  of  our  conference.  If  this  effort  should  prove 
successful,  it  would  aid  us  in  deciding  whether  further  steps  were 
desirable.  Perhaps  the  time  would  be  f oimd  ripe  for  an  expression 
of  opinion  from  one  or  both  of  these  Associations  regarding  federal 
work  in  statistics  or  certain  branches  of  it  which  would  influence  it 
helpfully  in  the  future  as  similar  expressions  of  opinion  from  these 
and  other  learned  societies  have  helped  it  in  the  past. 

E.  Dana  Dttkand  :  Much  might  be  said  regarding  the  need  of 
extensions  of  the  field  of  federal  statistical  work.  The  most  im- 
portant additions  immediately  desirable  are  perhaps  annual  statis- 
tics of  manufactures  and  of  agriculture.  We  already  have  annual 
returns,  based  on  actual  enumeration  and  not  on  estimate,  of  the 
mining  industries  and  of  cotton  ginning,  and  until  recently  we  had 
annual  returns  of  lumber  cut.  There  is  equally  strong  demand 
for  annual  data,  promptly  published,  of  leading  manufacturing 
industries  and  of  the  principal  crops  and  domestic  animals. 

The  need  for  current  data  regarding  agriculture  is  by  no  means 
satisfactorily  met  by  the  estimates  of  the  Department  of  Agricul- 
ture. The  margin  of  error  in  these  is  extremely  large.  The 
principle  followed  in  arriving  at  the  acreage  of  crops  and  the 
number  of  domestic  animals  is  to  take  the  decennial  census  as  a 
starting  point  and  to  add  or  subtract  annually  estimated  per- 
centages of  change  as  compared  with  the  preceding  year.  These 
percentages  represent  merely  a  consensus  of  guesses.  An  error 
in  the  estimate  for  one  year  continues  to  affect  the  figures  for  each 
year  until  the  next  census.  Since  errors  in  estimates  tend,  owing 
to  psychological  reasons,  to  continue  in  the  same  direction  for  a 
series  of  years,  the  cumulative  error  may  become  very  great.  For 
some  states  the  estimates  of  the  Department  of  Agriculture  as  to 
the  acreage  of  certain  crops  for  the  year  1909  were  several  times 
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greater  than  the  figures  returned  by  the  census.  In  son 
states  the  Department's  estimates  were  as  much  as  50  per  cent  too 
low.  For  the  United  States  as  a  whole  nearly  all  estimates  were 
found  at  the  time  of  the  Twelfth  Census  to  be  materially  too  low 
and  nearly  all  those  at  the  time  of  the  Thirteenth  Census  to  be 
materially  too  high. 

The  error  in  the  agricultural  estimates  would,  of  course,  be 
reduced  by  a  quinquennial  census  of  agriculture.  By  a  law  of 
1909  the  Census  Bureau  was  authorized  to  take  a  simple  agricul- 
tural census  in  1915  and  every  ten  years  thereafter,  but  the  present 
Congress  has  thus  far  shown  an  indisposition  to  provide  the 
necessary  appropriation.  In  any  case  a  quinquennial  census 
would  be  only  a  palliative,  not  a  remedy  for  the  existing  evils. 

Annual  statistics  for  leading  crops  and  domestic  animals,  based 
on  actual  returns  of  fanners,  would  involve  comparatively  little 
expenae.  The  rural  mail  carriers,  who  cover  by  far  the  greater 
part  of  the  cultivated  territory  of  the  country,  could  collect  the 
data.  In  course  of  time  it  would  become  possible  to  induce  most 
farmers  to  fill  out  the  schedules  themselves.  The  Department  of 
Agriculture  recently  made  an  experiment  with  this  method.  The 
proportion  of  farmers  who  filled  out  the  schedules  delivered  to  them 
by  the  mail  carriers  was  comparatively  small.  The  results  of  this 
single  experiment,  however,  do  not  seem  conclusive.  There  was 
no  law  compelling  farmers  to  fill  the  schedule  and  farmers  were 
unfamiliar  with  the  scheme.  A  compulsory  law  may  possibly  be 
unwise  at  present.  Even  without  it.  the  system  should  work  fairly 
well  after  a  few  years'  experience.  In  any  case  the  value  of  accu- 
rate annual  retuma  of  agriculture  would  be  so  great  as  to 
justify  considerable  expense. 

The  inadequacy  of  a  quinquennial  census  to  show  accurately 
even  the  general  trend  of  manufacturing  industries  is  obvious,  while 
it  completely  fails  to  disclose  current  conditions.  Were  an  annual 
canvass  of  manufactures  undertaken  it  would  become  year  by  year 
increasingly  possible  to  secure  the  returns  by  correspondence. 
This  is  the  method  used  for  the  most  part  by  the  Geological  Survey 
in  obtaining  data  for  mines.  It  has  also  been  successfully  used  for 
manufactures  in  Massachusetts.  The  schedules  for  annual  returns 
might  well  be  far  simpler  than  those  used  at  the  quinquennial  cen- 
sus of  manufactures.  They  might  be  confined  to  inquiries  as  to 
the  quantity  and  value  of  the  leading  individual  products  and  as  to 
the  number  of  wage  earners,  leaving  inquiries  as  to  capital,  ex- 
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penses,  materials  and  the  like,  if  such  are  deemed  necessary  at  all, 
for  the  quinquennial  or  even  the  decennial  enumerations. 

In  this  connection  it  should  be  noted  that  even  the  elaborate 
quinquennial  censuses  of  manufactures  fail  to  present  a  great 
deal  of  information  which  is  in  strong  demand.  As  regards  many 
industries,  there  has  been  no  attempt  to  ascertain  the  quantity  or 
>alue  of  specific  products.  While,  for  some  of  these  industries,  it 
is  scarcely  practicable  to  obtain  such  data,  there  are  others  for 
which  they  could  be  obtained.  Moreover,  there  is  much  demand 
for  information  regarding  industries  more  narrowly  limited  than 
those  distinguished  by  the  census  classifications.  Owing  to  the 
fact  that  several  branches  of  business  are  often  carried  on  by  a 
single  establishment,  the  Census  Bureau  has  more  and  more 
adopted  the  policy  of  classifying  establishments  according  to  very 
broad  groups.  When  tariff  bills,  for  example,  are  under  discussion, 
information  is  demanded  for  specific  industries,  not  groups  of 
industries.  Such  information  could  be  compiled  and  published  at 
least  for  selected  establishments  which  are  free,  or  largely  free, 
from  the  complexity  of  overlapping. 

The  president  of  the  American  Statistical  Association,  in  his 
annual  address,  suggested  the  desirability  of  a  committee  of  expert 
statisticians  to  serve  as  an  adviser  to  the  statistical  bureaus  of  the 
federal  government.  Other  speakers  have  touched  on  the  same 
thought.  Doubtless  a  good  deal  could  be  accomplished  by  the 
creation  of  a  joint  conmiittee  of  the  American  Economic  and 
American  Statistical  Associations  holding  no  official  relation  to 
the  government.  Still  more,  however,  could  be  accomplished  by  an 
advisory  commission  created  by  the  government  and  comprising 
statisticans  and  economists  from  the  universities  and  other  experts 
who  would  devote  only  a  fraction  of  their  time  to  the  work,  as  well 
as  officials  continuously  employed  in  government  statistical  in- 
Testigations. 

In  order  that  the  work  of  such  an  advisory  body  should  be  of 
the  greatest  value,  its  members  would  need  to  devote  a  good  deal 
of  time  to  it  and  to  incur  considerable  travel  expense,  both  in 
mutual  consultations  and  in  conducting  investigations  at  Washing- 
ton and  elsewhere. 

It  wiU  be  recalled  that  these  two  Associations  at  the  time  when 
preparations  were  being  made  for  the  Twelfth  Census,  organized 
a  committee  to  make  suggestions.  For  the  most  part  the  work 
of  that  committee  consisted  of  monographs  prepared,  wholly  or 
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substantially,  by  individuals.  Useful  as  these  were,  they  ■ 
less  useful  than  would  be  reports  based  oq  extended  consultation 
and  discussion.  The  holding  of  such  consultations  by  members  of 
a  widely  scattered  committee  means  time  and  travel  expense. 

Moreover,  it  is  essential  for  any  proper  criticism  of  the  federal 
statistical  work  that  the  critics  should  thoroughly  familiarize 
themselves  with  the  actual  methods  of  the  various  statistical 
bureaus — the  methods  of  collecting  the  original  data,  of  editing  the 
schedules,  and  of  tabulation.  They  must  know  about  tabulating 
machinery,  about  processes,  and  about  costs.  They  must  examine 
original  returns  and  gain  some  idea  as  to  the  margin  of  error  in 
them.  Statisticians  outside  of  the  government  service  are  alto- 
gether too  lacking  in  information  on  such  points  as  these.  In  most 
branches  of  statistical  work  we  need  at  present,  far  more  than  any 
extension  of  the  Qeld  or  any  improvement  in  the  methods  of  analy- 
sis, an  increase  in  the  degree  of  accuracy  of  the  raw  material.  It  is 
very  largely  to  this  task  that  such  a  proposed  committee  should  at 
first  address  itself.  Obviously,  in  order  that  a  committee  of  ex- 
perts should  secure  the  necessary  information  on  which  to  base 
recommendations  along  this  line,  it  would  be  essential  for  them 
repeatedly  to  visit  Washington  and  to  incur  considerable  expense. 

An  official  commission  established  by  the  government  would  pre- 
sumably be  able  to  secure  appropriations  for  expenses  of  this 
character.  Further  advantages  of  such  a  commission  would  be  the 
fact  that  it  would  have  more  complete  access  to  information  than 
an  unofficial  committee,  and  the  fact  that  its  recommendations 
would  doubtless  have  somewhat  greater  weight  with  administra- 
tive officers  and  Congress. 

It  is  possible  that  the  necessary  expenses  of  an  unofficial  com- 
mittee on  federal  statistics  might  be  provided  for  by  private  sub- 
scriptions. Should  the  proposed  joint  committee  of  the  Statistical 
and  Economic  Associations  find  it  feasible  to  cooperate  with 
various  commercial  and  business  organizations,  which  are  likewise 
interested  in  the  improvement  of  government  statistics,  these  organ- 
izations might  aid  financially  in  the  work. 

The  present  time  Is  hardly  propitious  for  legislative  or  adminis- 
trative action  creating  an  official  advisory  commission  on  statistics 
for  the  federal  government.  Every  effort  is  being  made  to  reduce 
expenditures.  The  first  step  is  clearly  the  creation  of  a  joint 
committee  of  these  two  Associations  and  action  looking  toward  an 


Staiiitical  Work  of  the  Gonerwmtnt  171 

official  organization  should  be  deferred  until  a  more  suitable  time. 
The  joint  committee  might  well  consider  the  elaboration  of  a  plan 
for  such  a  statistical  commission  as  part  of  its  task. 

A  third  topic  to  which  I  wish  briefly  to  aUude  is  that  of  codpera- 
tion  between  the  federal  government  and  state  and  local  govern- 
ments in  statistical  work.  To  some  extent,  cooperation  may  pro- 
perly take  the  form  of  the  employment  of  state  or  even  municipal 
agencies  to  collect  statistics  for  use  by  both  the  local  and  the 
federal  government.  The  Massachusetts  Bureau  of  Statistics  has 
to  a  large  extent  acted  as  an  agent  for  the  federal  Census  Bureau 
in  this  way.  Unfortunately,  however,,  the  standard  of  statistical 
work  in  most  states  and  cities  is  not  so  high  as  that  demanded  by 
the  federal  government  and  the  extension  of  cooperation  of  this 
type  can  be  gradual  only. 

On  the  other  hand,  it  would  seem  possible  for  the  federal 
government  to  cooperate  extensively  with  the  state  and  local 
governments  in  another  way,  namely,  by  rendering  available  for 
special  local  uses  the  original  data  collected  by  the  federal  govern- 
ment itself  for  more  general  purposes.  There  is  great  demand  in 
some  states  and  cities  for  the  presentation  of  more  details  as  to 
small  localities  than  are  published  by  the  federal  government. 
This  is  notably  true  with  respect  to  the  censuses  of  population, 
agriculture,  and  manufactures.  For  example,  a  reasonable  amount 
of  detail  regarding  population  and  agriculture  is  desirable  for 
townships;  the  Census  presents  data  only  for  counties  (except  of 
course,  that  the  number  of  inhabitants  is  given  for  townships). 

The  federal  government  properly  feels  that  it  cannot  afford  to 
tabulate  and  publish  information  as  fully  for  small  areas  as  it  does 
for  states  or  for  the  country  as  a  whole.  It  should,  however,  be 
willing  to  place  the  results  of  its  canvass  at  the  disposal  of  the 
states  for  the  purpose  of  more  detailed  local  presentation,  or  at 
the  disposal  of  individual  cities,  counties,  or  other  local  govern- 
ments. The  federal  government  might  offer  the  state  or  local 
governments  gratis  the  original  schedules  after  it  had  finished  with 
them.  It  might  furnish,  more  promptiy,  duplicates  of  those 
schedules,  the  cost,  which  would  be  low,  to  be  borne  locally.  Again, 
the  federal  government  might,  on  request,  itself  tabulate  and 
publish  the  desired  details  at  the  expense  of  the  states  or  local  gov- 
ernments. None  of  these  plans  can  be  satifactorily  carried  out 
without  new  federal  legislation.    At  the  last  census  there  were  a 
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number  of  cases  in  vhich  states  or  local  goveraments  were 
to  bear  the  expense  of  special  tabulations  or  of  copying  schedules. 
The  census  officiab  were  perfectly  willing  to  comply  with  their 
wishes,  but  found  it  almost,  if  not  quite,  impossible  to  do  so  unda 
existing  provisionH  of  law,  as  to  confidential  treatment  of  retunu 
and  as  to  financial  procedure. 

Much  of  the  raw  material  of  statistics  collected  by  the  federal 
government  is  only  partially  utilized  at  present.  Valuable  metal 
is  left  in  the  ore.  Further  local  elaboration  of  this  material  would 
in  many  cases  be  more  useful  to  states  and  local  governments  than 
the  special  censuses  and  other  statistical  investigations  which 
they  themselves  undertake.  Cooperation  is  the  obvious  thing.  Of 
course  it  would  be  possible  also  for  the  federal  government,  under 
proper  conditions,  similarly  to  make  its  statistical  resources 
available  for  private  organizations  and  even  individuals. 

RoYAX  Meeker  :  I  agree  with  much  that  Professors  Willcox 
and  Durand  have  said.  I  believe  that  it  is  desirable  to  secure  cant- 
parabllity  and  continuity  in  our  statistical  output.  In  revising  tha 
work  of  the  Bureau  of  Labor  Statistics  I  have  kept  these  things  it 
mind,  and,  so  far  as  possible,  have  constructed  the  new  series  of - 
price  and  wage  indexes  so  as  to  admit  of  comparisons  with  the  old 
indexes.  The  new  wholesale  price  index  number  will  be  calculated, 
back  to  1890  so  that  the  old  index  and  the  new  may  be  compared 
throughout  the  whole  period  since  1890.  The  retail  price  index* 
however,  has  been  calculated  back  only  to  and  including  1907*' 
for  two  reasons:  iirst,  because  of  the  enormous  amount  of  labor 
involved  and  the  insufficient  force  and  funds  of  the  Bureau ;  and, 
second,  because  since  1907  retail  prices  have  been  much  mont 
accurately  reported  by  merchants  than  previously,  greater  care 
being  exercised  to  obtain  the  actual  sale  prices  on  the  fifteenth 
of  each  month  of  the  same  grade  of  each  commodity  sold  by  eadt 
store.  The  price  quotations  before  1907  and  since  that  date  an 
so  different  that  comparisons  cannot  fairly  be  made.  No  good 
purpose  can  be  served  by  calculating  the  relative  prices  and  indeX 
numbers  back  of  1907.  Such  a  continuous  series  of  relatives  ai 
indexes  would  give  merely  a  fictitious  comparability  and  continuitj 
to  retail  price  statistics,  the  prices  themselves  being  discontinuoo* 
and  incomparable. 

It  was  my  desire  to  carry  back  through  1907  the  new  index 
numbers  showing  changes  in  hourly  rates  of  wages,  full  time  weeklj^ 
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earnings  and  weekly  hours  of  labor  in  different  industries.  In  s(»ne 
industries,  however,  the  number  of  establishments  reporting  in 
1911  was  greatly  increased  over  the  number  in  1910,  so  that  no  fair 
comparison  could  be  made  going  back  of  1911.  It  is  unfortunate 
that  the  relatives  and  index  numbers  cannot  be  carried  back  in 
every  instance  to  1890,  but  I  feel  that  it  is  better  to  make  no 
comparisons  of  wages  and  prices  rather  than  to  make  erroneous 
comparisons  by  means  of  a  fictitiously  continuous  series  of  relative 
prices,  wages,  earnings,  and  hours  of  labor. 

I  sincerely  hope  that  the  proposed  joint  committee  of  the 
Economic  Association  and  the  Statistical  Society,  to  advise  with 
the  statistical  bureaus  of  the  government,  will  be  appointed.  Un- 
necessary duplication  of  statistical  work  should  be  eliminated,  and 
the  statistical  methods  used  should  be  standardized  and  made 
uniform.  Especially  is  standardization  and  uniformization  of 
methods  needed  in  the  different  commonwealths  of  the  United 
States.  For  example,  the  accident  statistics  of  one  state  cannot  at 
the  present  time  be  compared  with  the  accident  statistics  of  any 
other  state  because  the  statistical  methods  are  so  utterly  at 
variance. 

The  various  statistical  bureaus  in  the  federal  service  are  getting 
together  as  never  before  so  as  to  avoid  duplication  of  effort  and  to 
agree  upon  the  right  things  to  do  and  the  right  way  to  do  them.  I 
am  trying  to  prevail  upon  the  various  state  agencies  to  cooperate 
with  the  Bureau  of  Labor  Statistics  and  with  each  other  in  the 
gathering  of  statistics  of  accidents,  unemployment,  retail  prices, 
wages,  and  hours  of  labor. 

It  is  slow  and  discouraging  work,  but  great  good  will  result,  if 
we  can  agree  upon  what  statistics  should  show  and  the  best  methods 
of  showing  what  is  wanted.  The  committee  suggested  would  be  of 
great  service  in  establishing  proper  statistical  standards,  in  calling 
attention  to  the  enormous  quantity  of  costly  and  useless  statistical 
output,  and  in  eliminating  duplication  of  work  and  the  confusing 
and  costly  publication  of  more  or  less  contradictory  statistical 
stuff  by  various  federal  and  state  agencies. 

Most  treatises  on  statistics  deal  exclusively  with  statistical 
methods.  Nothing  is  said  about  the  data  to  which  correct  statisi- 
cal  methods  are  to  be  applied.  Now  all  experience  shows  that  the 
principal  source  of  error  in  statistical  work  lies  in  the  original 
figures  collected  to  represent  wages,  prices,  hours  of  labor,  etc.  It 
is  much  more  important  that  we  give  attention  to  the  gathering  and 
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verification  of  the  original  data  than  that  we  devote  our  efforts  to 
hair-splitting  refinements  in  the  methods  of  treating  the  facta 
gathered.  With  all  the  treatises  on  statistical  methods,  however, 
we  have  not  learned  the  difference  between  right  methods  and 
wrong  methods  in  our  statistical  analyses.  In  fact,  the  treatises 
themselves  are  generally  very  vague  or  perfectly  noncommittal  as 
to  the  applicability  of  a  given  statistical  method  to  a  given  set  of 
conditions.  Some  writers  seem  to  think  that  it  really  doesn't 
much  matter  what  statistical  methods  we  employ,  as  approximately 
the  same  results  are  obtained  by  any  and  all  methods.  I  do  not 
hold  this  comfortable  view,  I  beheve  there  is  a  right  way  and  a 
wrong  way  of  doing  things.  I  believe  it  is  of  first  importance  to 
get  our  facts  right,  but  I  am  convinced  that  the  most  irrefragable 
facts  are  sometimes  made  to  tell  lies  because  they  are  treated  by 
wrong  statistical  methods. 

Long  before  I  took  charge  of  the  Bureau  of  Labor  Statistics,  I 
had  become  very  suspicious  of  the  Bureau's  index  numbers,  espe- 
cially its  retail  price  index.  Some  people  here  present  will  no 
doubt  recall  that  I  was  wont  to  have  fun  with  the  Bureau's  index 
numbers.  I  no  longer  have  fun  with  them; — they  have  fun  with 
me.  As  soon  as  I  took  charge  of  the  Bureau,  before  I  had  got 
settled  in  the  saddle,  I  set  about  to  revise  and  recalculate  the  index 
numbers  published  by  the  Bureau.  Perhaps  some  of  you  will 
recall  receiving  more  than  a  year  ago  a  letter  from  the  Commis- 
sioner of  Labor  Statistics — a  S.  0.  S.  call  for  help.  I  did  not 
have  the  self-assurance  to  set  about  revising  the  index  numbers 
without  first  taking  counsel  with  those  who  were  best  qualified  to 
advise  me  in  this  matter.  Many  of  you  who  received  this  distress 
signal  may  remember  carefully  depositing  it  in  your  waste  basket. 
At  least  I  received  no  reply  from  a  number  of  economists  and 
statisticians  whom  I  addressed.  Most  of  you  who  did  reply  may 
remember  dictating  a  perfectly  perfunctory  reply  which  revealed 
either  that  you  did  not  know  or  care  much  about  index  numbers,  or 
that  you  did  not  wish  to  prolong  your  correspondence  with  the 
Commissioner  of  Labor  Statistics,  I  want  here  and  now  to  acknowl- 
edge publicly  the  assistance  given  me  by  Professor  W.  C.  Mitchell 
and  Professor  Irving  Fisher.  Had  it  not  been  for  the  sympathy, 
encouragement,  and  counsel  of  Professors  Mitchell  and  Fisher,  I 
should  not  have  had  the  courage  to  carry  out  the  recasting  of  the 
Bureau's  index  numbers.  I  have  changed  the  methods  employed  in 
constructing  the  index  numbers  and  shifted  the  base  period  from. 
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1890^99  to  the  last  completed  current  year.  It  has  been  a  most 
laborious  and  tedious  undertaking,  but  the  work  is  now  nearly 
completed. 

That  the  method  used  in  constructing  index  numbers  is  not  an 
inconsequential  matter  is  shown  by  a  brief  examination  of  the 
following  table: 

Prices  of  Potatoes  for  May^  Jwne^  and  Jvly^  191S. 


May 

June 

July 

1 

2 

8 

4 

6 

6 

7 

8 

9 

Firm 

1 

s 

•c 

Ph 

Relative 
on  M  ay 
base 

8 

Relative 

on  May 

base 

Relative 
on  June 
base 

s 

•c 

Pk 

Relative 

on  June 

base 

Relative 
on  May 

bate 

804 

10.20 

100 

$0.40 

200 

100 

$0.80 

76 

160 

808 

0.17 

100 

0.86 

211 

100 

0.82 

89 

188 

816 

0.50 

100 

0.40 

80 

100 

0.86 

87^ 

70 

817 

0.20 

100 

0.20 

100 

100 

0.80 

160 

160 

821 

0.20 

100 

0.40 

200 

100 

0.86 
$1.62 

87J 

176 

City  Aggregates 

$1.27 

600 

$1.76 

791 

600 

489 

788 

City  Relatives 

100 

100 

189 

189 

100 

92 

98 

147 

City  relative  for  July  on  May  base  computed  by  averaging  and  multiplying 

relatives 166 

City  relative  for  July  on  May  base  computed  by  comparing  aggregate  actual 

prices 128 

This  table  gives  the  prices  of  potatoes  during  the  months  of 
May,  Jime,  and  July,  191S.  These  prices  have  already  been  pub- 
lished by  the  Bureau  of  Labor  Statistics.  The  prices  were  reported 
to  the  Bureau  by  five  identical  firms  in  one  city, — all  the  identical 
firms  reporting  for  that  city  for  the  three  months,  May,  June, 
and  July. 

In  the  first  column  is  given  the  firm  number.  In  the  second 
column  are  given  the  money  prices  per  peck  for  potatoes  as  re- 
ported by  these  five  firms.  In  the  third  column  the  money  prices 
are  reduced  to  percentages  or  relative  prices,  May  being  taken 
as  the  base.  Of  course,  all  relative  prices  for  that  month  are 
represented  by  100.     In  the  fourth  column  are  given  the  June 
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prices  per  peck  for  potatoes  reported  by  these  same  five  firroa.  In 
the  fifth  column  are  given  the  relative  prices  in  June  on  the  May 
base,  that  is,  the  percentage  of  June  to  May  prices.  You  will 
notice  that  some  of  the  prices  reported  to  the  Bureau  look  very 
peculiar.  Firm  808  reports  potatoes  at  17  cents  a  peck  in  May. 
Firm  815  reports  potatoes  by  the  peck  at  50  cents  in  May. 
Clearly  here  we  are  dealing  with  different  economic  commodities. 
No  doubt  17  cents  is  the  price  for  old  potatoes,  while  50  cents  is 
the  price  for  new  potatoes.  Note  the  phenomenal  changes  in  prices 
in  June  as  compared  with  May.  The  first  firm  shows  an  increase  of 
100  per  cent  in  the  price  of  potatoes;  the  second  firm  shows  an 
increase  of  111  per  cent;  and  the  third  firm  shows  a  decrease  of  20 
per  cent.  Now  I  wish  to  emphasize  that  these  prices  are  actual 
prices  reported  to  the  Bureau  by  all  of  the  identical  firms  in  one 
city  that  reported  for  the  three  months  under  consideration.  We 
instruct  our  retail  grocers  to  report  new  potatoes  only  when  the 
sales  of  new  potatoes  make  up  more  than  50  per  cent  of  their  total 
sales  of  potatoes.  In  this  case  it  looks  as  if  some  of  the  firms  had 
not  strictly  followed  instructions,  but  I  have  as  yet  discovered  no 
way  of  going  behind  the  "election  returns."  We  must  rely  upon 
the  honesty  and  intelligence  of  the  firms  reporting.  Had  the 
prices  reported  by  Firm  816  been  called  to  my  attention  early 
enough,  I  should  have  eliminated  it  altogether — at  least  the  price 
reported  for  May. 

Now  let  us  consider  the  city  relative  price  constructed  by  aver- 
aging the  individual  firm  relatives  for  the  month  of  June.  The 
simple  arithmetic  average  of  the  relatives  in  column  5  is  158,  that 
is,  according  to  the  information  given  by  this  relative  price,  prices 
of  potatoes  in  this  city  have  risen  58  per  cent  from  May  to  June. 
By  comparing  the  aggregate  money  prices  we  get  quite  a  different 
result.  The  aggregate  prices  may  be  used  in  the  construction  of 
relative  prices  in  this  case  because  the  firms  reporting  are  identical 
for  the  months  of  May  and  June.  Of  course,  if  a  different  number 
of  firms  had  reported  in  May  as  compared  with  June,  it  would  be 
necessary  either  to  compare  identical  firms  or  to  reduce  the  aggre- 
gate prices  to  average  prices  to  obtain  anything  like  an  accurate 
result.  The  aggregate  money  prices  in  May  are  $1.27,  The 
aggregate  for  June  is  $1.76,  Reducing  both  these  money  prices  to 
percentages  of  the  May  price  by  dividing  by  $1.27,  we  obtain  as 
the  June  relative  price  on  the  May  base,  139.  This  is  almost  20 
points  less  than  the  June  relative  price  obtained  by  averaging  in- 
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dividual  firm  relatives — a  difference  which  certainly  is  not  negli- 
gible and  which  is  altogether  due  to  the  difference  in  method  of 
calculating  the  relative  prices. 

Whatever  may  be  said  of  the  excellences  of  a  general  relative 
price  constructed  by  the  method  of  averaging  relative  prices  built 
up  from  different  bases  for  the  purpose  of  showing  changes  in  the 
cost  of  living,  a  relative  price  built  up  from  actual  money  prices 
shows  much  more  accurately  what  we  want  to  show,  namely, 
changes  in  the  cost  of  living — changes  in  the  cost  of  the  same 
quantity  of  a  commodity  or  of  an  unvarying  market  basket. 

Since  1907  the  method  followed  by  the  Bureau  in  constructing 
relative  retail  prices  and  index  numbers  has  been  as  follows :  Iden- 
tical firms  were  compared  month  by  month,  the  theory  being  that 
it  is  inaccurate  to  compare  changes  in  relative  prices  of  five  firms 
one  month,  eight  firms  the  following  month,  and  ten  firms  the  next 
month.  In  this  way  a  relative  price  for  February  would  be  con- 
structed on  the  January  base  by  comparing  the  identical  firms  re- 
porting both  for  January  and  February.  Then  this  February 
relative  price  on  the  January  base  was  multiplied  into  the  January 
relative  price  on  the  base  chosen  for  all  relative  prices  and  index 
numbers  published  by  the  Bureau,  namely,  the  period  1890-99. 
Next  a  March  relative  price  was  constructed  on  the  February  base 
by  comparing  the  prices  of  identical  firms  reporting  for  these 
two  months.  This  March  relative  in  turn  was  multiplied  into  the 
February  relative  price  constructed  on  the  1890-99  base.  In  this 
way  only  identical  firms  were  brought  into  comparison  month  by 
month.  Now  this  method  of  bringing  into  comparison  only  identi- 
cal firms  is  a  perfectly  good  and  accurate  method,  if  properly 
applied,  but  applying  it  in  this  way  necessitated  shifting  the  base 
of  the  old  index  number  every  month.  A  relative  price  or  index 
number  built  up  by  the  method  of  averaging  relative  prices  con- 
structed on  different  bases  cannot  be  shifted  without  a  percentage 
of  error  that  can  only  be  guessed  at.  Every  time  the  old  index  was 
shifted  in  the  way  described  above  error  was  injected  into  the 
result,  and  the  error  was  perpetuated  and  probably  cumulated 
month  by  month  and  year  by  year.  I  will  refer  to  this  source  of 
error  a  little  later  on. 

Applying  the  method  of  comparing  identical  firms  month  by 
month  to  the  figures  in  the  table  before  us,  we  obtain  an  average 
relative  price  of  98  for  July  on  the  June  base,  for  the  five  identical 
firms  reporting  in  both  June  and  July.    By  comparing  the  aggre- 
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gate  money  prices  reported  by  the  five  identical  firms,  we  g^  the 
July  relative  price,  92,  on  the  June  base. 

In  column  9  are  given  the  July  relative  prices  constructed  di- 
rectly on  the  May  base.  The  average  of  these  relative  prices  is 
147.  By  the  method  of  shifting  from  one  base  to  another  we  get  a 
very  different  result.  Multiplying  the  average  relative  price  for 
July  on  the  June  base  (98)  by  the  average  relative  price  of  June 
on  the  May  base  (158)  we  obtain  what  purports  to  be  the  July 
average  relative  price  on  the  May  base  (155).  The  difference  be- 
tween these  two  averages  of  relative  prices  for  July  on  the  May  base 
is  8  points.  In  the  first  case  the  July  prices  are  compared  directly 
with  the  May  prices.  In  the  second  case  the  July  relative  price  on 
the  June  base  is  multiplied  into  the  June  relative  price  on  the  May 
base.  This  gives  some  idea  of  the  possible  discrepancies  which  may 
arise  from  using  the  method  of  comparing  identical  firms  month  by 
month,  even  when  there  is  no  change  in  firms  whatsoever. 

When  we  compare  the  aggregate  money  prices  reported  by  iden- 
tical firms  in  June  and  July,  we  obtain  a  July  relative  price  of  9S 
on  the  June  base.  Now  this  relative  price  can  be  shifted  without 
error  to  the  May  base  or  any  base  desired.  This  may  be  best  shown 
by  the  following  simple  arithmetic: 

$1.76^=  June  aggregate  price       ..        t  i   i-  ■  .». 

— ^^ — ^ ^^^  =the   June    relative   price   on    the 

$1.87  ^  May  aggregate  price  jj^^  j^^^^ 

$1.62^July aggregate price^^,^^  j^j^  ^^j^^.^^  p^.^^  ^^  ^^^ 
$1.76  ^  June  aggregate  price  j„„g  jj^^^ 

Multiplying  the  July  relative  price  on  the  June  base  by  the  June 
relative  price  on  the  May  base,  we  have 

$1.62       $1.76 _$1.6g  ^-.a^rTL 
$1.76      $li^27      $1.27  127' 

the  July  relative  price  on  the  May  base,  which  is  exactly  the  same 
result  as  would  be  obtained  by  dividing  the  July  aggregate  in  the 
first  instance  by  the  May  aggregate.  Even  with  changing  firms 
and  commodities  varying  in  quality,  the  relative  prices  calculated 
by  comparing  actual  prices  may  be  shifted  to  any  desired  base  by 
the  method  illustrated  above  with  the  closest  possible  approach  to 
absolute  accuracy,  Shiftabiltty  is  an  indispensable  quality  in  a 
relative  price  which  must  be  built  up  by  computing  the  relative 
for  each  month  with  the  preceding  month  as  the  base,  and  then 
shifting  the  resulting  relative  price  to  the  selected  base  period  by 
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multiplying  through  by  the  relative  price  for  the  preceding  month 
computed  on  the  selected  base  period.  If  there  were  no  other 
reason  for  changing  the  method  of  computation,  this  alone  would 
seem  to  make  the  proposed  change  m  method  imperative. 

The  July  relative  price  of  potatoes  on  the  May  base  computed 
by  the  old  method  employed  by  the  Bureau  is  155.  The  relative 
price  of  potatoes  for  the  same  month  on  the  same  base  computed 
by  the  new  method  is  128.  The  difference  is  27  points — ^a  differ- 
ence so  great  as  to  shake  one's  faith  in  relative  prices  and  index 
numbers,  if  we  had  nothing  to  indicate  to  us  whether  the  relative 
155  was  better  or  worse  than  the  relative  128.  In  fact,  however, 
a  relative  computed  from  actual  money  prices  does  reflect  as 
accurately  as  possible  the  percentage  changes  in  the  cost  of  a  given 
conunodity.  The  relative  128  is,  therefore,  more  trustworthy  and 
exact  than  the  relative  155. 

In  the  same  way  a  weighted  Index  number  of  the  family  food 
budget,  constructed  by  the  use  of  actual  money  prices  weighted 
according  to  the  quantities  of  each  conmiodity  entering  into  con- 
sumption, is  much  more  accurate  and  trustworthy  than  either  an 
unweighted  or  a  weighted  index  number  constructed  by  the  old 
method  of  averaging  averages  of  relative  prices  to  the  fourth  and 
fifth  degree. 

The  advantage  of  constructing  relative  prices  and  index  num- 
bers which  can  be  shifted  to  any  base  desired  has  still  another  im- 
portant aspect.  People  are  curious  to  know  the  percentage  of 
price  change  from  1912  to  1918  or  from  1907  to  1918,  or  for 
some  other  recent  period  of  time.  Few  are  interested  to  know  by 
how  large  a  percentage  the  prices  of  1918  exceed  the  prices  of  a 
period  as  remote  as  1890-99.  It  is  impossible  by  means  of  the  old 
series  of  relative  prices  and  index  numbers  to  calculate  accurately 
the  percentage  change  in  prices  from  1912  to  1918.  For  example, 
from  the  Bureau's  Bulletin  140,  p.  16,  we  learn  that  the  relative 
prices  of  round  steak  were  174.8  and  199.5,  respectively  for  1912 
and  1918.  Nobody  can  from  these  figures  calculate  the  percentage 
of  change  in  the  price  of  round  steak  from.  1912  to  1918.  The 
severest  critics  of  the  Bureau's  price  statistics  almost  invariably 
calculate  the  percentage  of  change  by  the  short  and  simple  process 
of  subtraction,  contenting  themselves  with  the  misinformation  that 
the  price  of  round  steak  rose  25.2  per  cent  from  1912  to  1918.  A 
more  "scientific"  method  employed  is  to  divide  both  relative  prices 
through  by  the  1912  relative,  174.8,  thereby  going  through  the 
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motions  of  shifting  the  base  period  to  lOlS,  and  obtaining  100  and 
114.5  as  the  relative  prices  of  round  steak  for  1912  and  lOlS, 
respectively,  computed  on  the  1912  price  as  the  base.  The 
Bureau  has  resorted  to  this  method  in  previous  bulletins,  to  con- 
struct tables  purporting  to  show  the  percentage  changes  in  prices 
from  year  to  year.  This  method  of  procedure  is  mathematically 
unsound  and  the  result  is  vitiated  by  an  amount  of  error  than  can 
be  ascertained  only  by  digging  up  the  original  price  data  and  re- 
constructing the  relative  prices  anew  on  the  1912  base.  That  the 
possible  error  is  no  negligible  quantity  is  demonstrated  by  a  brief 
consideration  of  the  table  below : 

Prices  of  Potatoes  for  Jwne  and  May,  191S. 


Finn 

June 

May 

Price 

Relative 

Price 

Relative 

804 
808 
815 
817 
891 

$0.40 
0.36 
0.40 
0.90 
0.40 

100 
100 
100 
100 
100 

$0.90 
0.17 
0.50 
0.90 
0.90 

60 

47 

195 

100 

60 

Aggregate 
Relative  price 

$1.76 
100 

500 
100 

$1.97 

79 

379 

74 

Relative  price  obtained  by  shifting  (100  -^  158)  = 


63 


The  relative  price  for  June  on  the  May  base  computed  by  aver- 
aging relative  prices  is  158.  This  quantity  is  supposed  to  give  the 
percentage  relation  that  June  prices  bear  to  May  prices.  It  is 
desired  to  find  what  is  the  percentage  of  May  prices  to  June  prices. 
Using  the  usual  method  of  dividing  through  by  the  relative  price 
(158)  of  the  period  to  be  used  as  the  new  base,  we  get  the  follow- 
ing relatives :  June,  100 ;  May,  68.  When  we  compare  the  money 
prices  and  calculate  the  firm  relative  prices  and  average  them  we 
get  74,  as  shown  above. 

The  relative  price  computed  from  the  original  price  quotations 
is  more  than  17  per  cent  greater  than  the  relative  price  obtained 
by  shifting  the  base  in  the  manner  described  above. 

It  must  not  be  forgotten  that  the  figures  used  are  actual  prices 
returned  to  the  Bureau  by  all  the  identical  dealers  reporting  from 
one  city.  This  is  not  a  case  cooked  up  for  the  purpose  of  showing 
a  theoretical  possibility  that  contains  no  element  of  probability.    I 
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chose  potatoes  deliberately  because  their  prices  behaved  so  oddly 

at  just  this  period  when  new  potatoes  are  coming  in  and  old  pota- 

toes  are  going  out.    The  example  given  is  extreme,  but  it  is  by  no 

means  unusual,  and  such  capricious  fluctuations  are  repeated  every 

year  for  potatoes,  and  to  a  lesser  extent  for  eggs  and  some  other 

conmiodities  that  are  subject  to  rather  violent  price  changes.     No 

doubt,  more  startling  examples  could  have  been  foimd  by  a  very 

little  search.     These  examples   are  cited  to  show  typical  price 

changes  in  a  commodity  that  fluctuates  capriciously  in  price,  not  to 

exhibit  the  most  extreme  cases  of  such  capriciousness. 

The  relative  price  computed  from  aggregate  actual  prices  can 

be  shifted  at  will  to  any  base  without  error.    This  is  evident  when 

we  consider  the  nature  of  such  a  relative  price.    The  June  relative 

tl  7fi 
price  computed  on  the  May  base  as  100  is  —1 — .  Shifting  this 

series  to  the  June  base  by  dividing  by  the  June  relative  price  gives 

$1.27 
the  following:     May  relative  price,  —I —  ;  June  relative  price,  100* 

1.76 
Individual  commodity  relative  prices  can  thus  be  shifted  to  the 
base  price  of  any  period  desired  without  error  because  the  relative 
prices  are  simple  ratios  of  actual  aggregate  prices.  Dividing 
through  by  the  relative  price  of  any  year  or  period  merely  has  the 
effect  of  substituting  the  aggregate  actual  price  for  the  base  period 
as  divisor  in  the  formula  for  computing  the  relative  price. 

By  the  old  method  of  computation,  errors  in  price  data  were 
not  only  perpetuated  but  cumulated  by  means  of  the  vicious  method 
of  averaging,  to  the  fourth  and  fifth  degree,  averages  of  relatives 
calculated  from  different  prices  as  bases  and  by  the  still  more 
unallowable  process  of  shifting  every  month  the  base  of  the 
relative  prices,  which  could  not  be  done  without  subjecting  the 
relative  prices  to  grave  suspicion  as  a  dependable  means  of 
representing  accurately  what  was  happening  to  prices.  These 
inaccuracies,  taken  with  the  inflexibility  of  relative  prices  and 
indexes  calculated  by  averaging  relatives,  made  the  changes  in 
methods  of  calculation  which  have  been  carried  out  imperatively 
necessary. 

W.  C.  Mitchell:  Professor  Willcox  remarked  incidentally 
that  no  man  is  in  a  position  to  criticise  the  statistical  work  done  by 
the  federal  government  unless  he  knows  intimately  the  whole  set  of 
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processes  by  which  the  final  results  are  obtaiaed — how  the  original 
data  are  collected  in  the  field ;  how  they  are  tabulated,  summarized 
and  averaged  in  the  office ;  and  how  the  textual  explanations  of  the 
tables  are  prepared.  I  concur  heartily  in  the  justice  of  this 
observation.  By  rights,  it  rules  me  out  of  the  discussion.  For 
despite  three  brief  periods  of  employment  by  federal  authorities — 
the  Census  Office,  the  Immigration  Commission,  and  the  Bureau  of 
Labor  Statistics — I  have  but  a  limited  acquaintance  with  the  pro- 
duction of  federal  statistics.  It  is  as  a  consumer  of  statistics  that 
I  speak — primarily  as  a  consumer  of  statistics  of  prices  and  wages 
— and  I  recognize  that  the  consumer's  impressions  may  be  mis- 
taken.   However,  I  give  them  for  what  they  are  worth. 

The  field  work  of  collecting  data  respecting  prices  and  wages 
seems  to  me  better  on  the  whole  than  the  office  work  of  making 
these  data  into  finished  bulletins.  For  in  the  bulletins  I  have  found 
much  that  is  not  clear,  and  not  a  little  that  is  patently  misleading 
or  flatly  wrong.  But  in  so  far  as  I  have  been  able  to  test  the 
original  data  I  have  found  that  they  are  consistent  among  them- 
selves and  consistent  with  similar  figures  compiled  by  other  inves- 
tigating authorities.  In  short,  they  seem  to  have  been  collected 
honestly  and  intelligently. 

The  reason  for  the  relative  inferiority  of  the  office  work  appears 
to  lie  in  the  organization  of  the  office  force.  The  chiefs  of  the 
bureau  which  has  done  most  work  in  this  particular  field  have 
all  been  forceful  and  capable  men.  The  clerical  force  has  stood 
on  a  level  rather  above  that  common  to  government  offices.  But  this 
bureau  has  lacked  an  adequate  staff  of  skilled  statisticians  capable 
of  understanding  the  purpose  of  an  investigation,  and  of  directing 
the  work  of  the  clerks  under  the  general  supervision  of  the  chief, 
of  making  the  most  intelligent  use  of  the  data  collected  by  the  field 
agents,  and  of  preparing  lucid  text  which  tells  what  the  tables 
mean.  It  goes  without  saying  that  the  head  of  a  bureau  cannot 
give  personal  supervision  to  all  the  many  tasks  imposed  upon  his 
office;  and  if  he  has  not  assistants  who  are  really  capable  inves- 
tigators trained  in  the  use  of  statistics,  much  of  the  work  turned 
out  will  be  mediocre  in  quality. 

The  weakness  of  the  organization  in  this  respect  arises  from 
the  fact  that  the  bureau  concerned  can  not  offer  a  satisfactory 
career  to  capable  men.  Adequate  salaries  can  not  be  paid,  ade- 
quate recognition  can  not  be  given.  A  few  men  of  the  quality 
required  have  stayed  by  the  bureau  year  after  year,  and  worked 
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efficiently  under  most  discouraging  circumstances.  These  indi- 
viduals merit  more  honor  than  they  will  ever  receive  for  the  sacri- 
fices they  have  made  and  the  service  they  have  rendered.  But  their 
number  is  by  no  means  adequate.  The  ^ciency  of  a  government 
bureau  cannot  be  maintained  indefinitely  by  exploiting  the  statis- 
tical enthusiasm  or  the  patriotic  philanthropy  of  its  staff. 

If  I  am  right  about  the  chief  cause  of  weakness  in  the  statistical 
work  done  by  the  government,  the  remedy  lies  in  the  hands  of 
Congress.  What  we  may  do  as  individuals  to  aid  the  heads  of  the 
statistical  bureaus  in  securing  adequate  appropriations  for  their 
staffs  is  not  much,  but  it  is  better  than  nothing.  By  using  the 
statistics  which  are  already  being  published,  we  can  show  that  there 
is  a  public  demand  for  work  of  this  character.  By  using  this 
material  critically,  we  can  show  that  there  is  need  of  improving 
the  product  now  supplied.  By  seeking  to  put  the  blame  for  such 
faults  as  now  exist  upon  the  proper  shoulders,  we  may  perhaps 
bring  home  to  some  members  of  Congress  the  necessity  of  making 
better  provision  for  the  support  of  statistical  work.  If  we  can 
accomplish  something  in  this  direction  as  individuals,  we  can  as 
members  of  the  American  Statistical  and  American  Economic 
Associations  probably  accomplish  more.  Accordingly,  I  endorse 
heartHy  the  plan  of  cooperative  effort  which  has  been  outlined  by 
Professor  Willcox.  But  I  anticipate  that  his  committee  will  find 
that  the  measures  of  greatest  practical  promise  for  improving  the 
statistical  work  now  done  by  the  government  lie  along  the  line 
which  I  have  suggested. 

W.  S.  Giffoed:  I  wish  to  speak  on  the  subject  of  Some 
Present  Statistical  Needs  and  the  Statistical  Work  of  the  Fed- 
eral Government.  I  mention  present  statistical  needs,  merely  to 
remind  you  that  it  is  not  only  possibly  but  probably  a  fact  that 
the  statistical  needs  of  today  differ  somewhat  from  those  of  a  not 
far-distant  yesterday. 

My  time  is  too  limited  to  bring  evidence  to  prove  this  point, 
but  the  story  of  changed  conditions  of  industry  and  the  growth 
of  large  undertakings  in  business  and  social  fields,  with  the  re- 
sulting increased  necessity  for  up-to-date  statistics,  has  been  so 
often  told  that  it  does  not  need  repeating.  The  Federal  Reserve 
Board,  the  new  federal  Trade  Commission  and  the  United  States 
Commission  on  Industrial  Relations  are  instances  of  new  federal 
bodies  that  will  have  to  rely  largely  upon  statistics  in  their  work. 
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The  private  organizations  and  societies  and  large  business  under- 
takings which  must  so  rely  are  becoming  almost  innumerable. 
These  recent  developments  mean  that  the  field  of  the  economist 
and  the  statistician  has  been  extended,  and  that  work  somewhat 
similar  to  that  previously  done  by  the  academic  economist  or  sta- 
tistician is  now  being  done  as  a  practical  every-day  affair  by  men 
by  no  means  exclusively  specialists  in  economics  or  statistics. 

How  then  does  the  present  statistical  work  of  the  federal  gov- 
ernment meet  these  rather  new  requirements?  As  in  the  past  we 
still  have  the  academic  requirements  and  the  needs  of  the  specisdist 
and  student.  That  the  statistical  work  of  the  federal  government 
largely  meets  these  needs,  there  seems  to  be  little  or  no  question. 
In  fact,  it  cannot  be  said  to  fall  far  short  of  meeting  the  newer 
needs  that  are  referred  to,  but,  in  the  course  of  actual  practice, 
some  of  these  newer  needs  stand  out  as  so  important  that,  if  they 
could  be  met  a  little  more  fully  than  at  present,  it  would  be  a  val- 
uable help  to  all  concerned. 

In  the  first  place,  when  information  on  a  given  subject  is  desired, 
it  is  essential  to  know  promptly  and  without  too  much  specialized 
knowledge  of  all  possible  sources,  just  what  is  already  available, 
just  how  much  along  the  lines  in  question  has  already  been  done. 
Otherwise  much  time  and  expense  may  be  wasted  in  duplicating 
information  already  collected  or,  what  is  still  more  serious,  im- 
portant decisions  may  be  made  more  or  less  by  guess,  which 
decisions  might  have  been  based  on  facts  already  compiled.  To 
find  out  what  the  federal  government  with  its  many  departments 
and  diversified  interests  has  to  supply  in  the  way  of  statistics  is, 
at  present,  to  the  ordinary  busy  man  a  complicated  and  difficult 
task.  This  statement  may  seem  strange  to  the  specialist  who  has 
become  thoroughly  acquainted  with  the  duties  and  work  of  the 
federal  government  and  with  the  various  sources  of  information 
regarding  that  work,  for  there  are  at  present  many  diversified 
sources  of  information  as  to  the  statistical  work  being  done 
by  the  government. 

What  I  plead  for,  however,  is  a  subject  index  which  could  be 
published  from  time  to  time,  furnishing  a  convenient  source  of 
information  for  all  the  statistical  data  available  in  the  various 
departments  of  the  federal  government.  This  should,  of  course, 
be  kept  up-to-date  by,  say,  monthly  bulletins  and  periodical  re- 
visions of  the  complete  index. 
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I  cannot  pass  this  thought  by  without  suggesting  that  a  sub- 
ject index  of  statistical  information  available  not  only  in  the 
federal  government  but  state,  mimicipal  and  private  fields,  although 
it  would  be  a  colossal  undertaking,  would  in  its  results  more  than 
justify  its  expense. 

As  I  said  before,  many  people  today  use  statistical  information 
who  are  not  students  or  specialists.  Now  this  idea  presents 
another  need.  These  are  busy  people  in  their  particular  work, 
whatever  it  may  be;  they  look  in  a  document  for  certain  figures 
and  they  do  not  always  read  the  text  which  explains  those  figures. 
It  is,  therefore,  important  to  prevent  serious  mistakes  that  all 
tabular  statements  of  figures  should  be  self-explanatory;  that  is, 
the  limits  of  the  use  of  the  figures  in  the  table  should  be  shown  by 
either  the  heading  of  the  table  or  a  footnote.  If  absolutely  neces- 
sary, the  footnote  could  refer  to  certain  pages  of  the  text  with  a 
statement  that  the  figures  should  not  be  used  for  any  purposes 
without  first  having  read  the  text. 

Again,  the  question  of  speed  is  important,  for  figures  become  less 
valuable  for  many  purposes  in  direct  proportion  to  the  remotaiess 
of  the  date  of  which  they  are  representative.  Tables  first  with 
only  the  essential  text,  issued  promptly,  and  analytical  analyses 
issued  later  might  well  be  the  standard  method. 

Lastly,  I  would  say  a  word  about  the  adaptation  of  the  kind 
of  statistics  prepared  to  the  kind  of  statistics  needed.  Anything 
which  can  be  done  to  further  improve  the  direct  relation  between 
the  men  who  use  the  statistics  and  the  government  department 
which  collects  them  would  be  decidedly  worth  while.  We  are  dis- 
covering every  day  that  we  want,  statistics  of  a  sort  which  we 
have  not  yet  gathered.  It  is,  furthermore,  possible  that  we  are 
gathering  statistics  of  a  sort  which  we  no  longer  need.  If  there 
were  formed  a  standing  committee  or,  better  stiU,  an  official  com- 
mission of  some  sort,  with  representatives  of  such  associations  as 
the  American  Economic  Association  and  the  American  Statistical 
Association,  together  with,  let  us  say,  the  American  Bankers  As- 
sociation, the  United  States  Chamber  of  Commerce,  etc.,  and 
representatives  of  the  government  statistical  departments,  it  would 
be  to  the  advantage  of  us  all.  It  would  provide  a  definite  oppor- 
tunity for  us  to  present  such  statistical  needs  as  our  own  individual 
experience  develops,  to  a  body  which  would  be  able  to  take  some 
practical  action  in  the  matter. 
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It  is  a  fact  that  a  great  deal  has  beea  done  and  is  being  done 
along  these  various  lines,  but  perhaps  still  more  can  be  done  to 
hasten  them  along  to  a  satisfactory  conclusion.  There  can  be  no 
question  as  to  the  need  of  having  them  ultimately  worked  out. 

Briefly,  then,  present  statistical  needs  require  of  the  federal 
government : 

1.  A  subject  index  of  all  statistical  data  available. 

2.  Statistical  tables  that  are  self-explanatory. 

3.  Greatest  practical  speed. 

4.  Some  organization,  composed  of  government  and  private 
individuals  to  assist  in  adapting  the  kind  of  statistics  gathered  to 
the  kind  of  statistics  needed. 

Hasvzy  S.  Chase:  The  subject  which  I  wish  to  discuss  i 
Uniform  International  Financial  Statements.  In  order  to  comply 
closely  with  the  excellent  rule  of  jour  managing  committee  which 
restricts  the  time  allowed  to  each  speaker  at  this  discussion, 
must  present  at  once  certain  conclusions  which  I  have  reached 
upon  this  topic  and  leave  the  explanations  for  another  time. 

The  suggestion  embodied  in  my  subject  came  to  me  from  Dr. 
S.  N.  D.  North  of  the  Carnegie  Endowment  for  International 
Peace  and  I  have  been  permitted  by  Dr.  North  to  see  the  corre- 
spondence with  ofScials  of  the  International  Statistical  Institute* 
whose  permanent  headquarters  are  at  the  Hague  and  whose  last 
international  meeting  was  held  at  Vienna  in  August,  1913.  Thii 
correspondence  has  in  view  a  possible  working  cooperation  be- 
tween the  Carnegie  Endowment,  and  a  Committee  of  the  Inter-, 
national  Statistical  Institute,  or  other  eminent  statisticians,  for- 
the  purpose  of  developing  a  plan  for  the  compilation  of  uniforni 
international  financial  statistics ;  in  other  words,  to  establish  what 
the  world  has  long  needed,  a  basis  for  an  international  budget. 

The  Institute  ofBcials,  particularly  Dr.  Zahn  of  Munich,  have 
been  interested  for  years — even  so  far  back  as  1853 — in  questions 
relating  to  standard  schedules  for  uniform  financial  statements 
by  all  nations.  Much  hard  work  and  profound  thinking  have  been 
done  by  Dr.  Zahn  and  others  upon  pro  forma  drafts  for  such  J 
schedules.  I 

It  is  evident,  however,  to  me,  after  some  fifteen  years'  experi-T 
ence  in  establishing  uniform  financial  statements  for  municipalities, 
for  states,  and  for  the  national  government,  that  these  preliminary 
drafts  have  been  somewhat  too   ambitious,   much   too   extended 
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and  detailed,  for  the  iirnnrdiate  practical  purpose.  It  teeiBs  to 
me  that  it  is  necessary,  if  results  are  to  be  attained  whidi  will 
jostifj  the  labor  and  expense  inTohred,  that  attention  shall  be 
concentrated  at  first  upon  rdatirdj  fmf  fnndamental  classifica- 
tions, leaving  others — even  the  finer  details  of  these  fundamental 
classes — ^to  be  worked  ont  later  in  the  natural  course  of  devdop- 
ment.  Bj  this  I  mean  that  if  we  wait  for  a  perfect  theoretical 
system  to  be  devised,  induding  all  the  derailed  subdivisions 
necessary  to  onbrace  the  requirements  for  every  nation,  we  shall — 
owing  to  the  magnitude  and  the  diversity  of  purposes,  methods, 
and  accounts  of  the  various  nations — ^postpone  for  years  the 
beginning  and  final  accomplishment  of  our  desire,  namdy:  to 
obtain  comparisons  of  govenunental  costs  in  those  nations* 

On  the  contrary,  if  we  are  content  to  exhibit  only  large,  funda- 
mental functions  in  our  first  classification,  we  may  reach  important 
results  almost  immediatdy,  and  thereafter  we  may  subdivide  and 
reclassify  these  results  according  to  the  increase  of  our  knowledge 
of  the  facts  and  as  the  awakening  interest  of  the  statisticians  of 
the  nations  shall  provide. 

This  course  was  the  one  pursued  in  munidpal  affairs  in  this 
country.  First,  in  1899,  one  dty — ^Newton,  in  Massachusetts — 
adopted  the  so-caUed  Uniform  Classification  of  Municipal  Expen- 
ditures which  had  been  prepared  by  a  committee  of  the  National- 
Municipal  League.  As  soon  as  the  annual  report  of  that  city  was 
published  and  it  became  evident  that  even  one  city  had  adopted 
the  classification,  the  latter  took  on  a  practical  character.  Other 
cities  adopted  it  of  their  own  motion  or  imder  supervision  of  the 
League's  committee,  and  within  two  years  a  whole  state,  Ohio,  had 
applied  it  to  all  her  cities,  eighty  In  number.  Then  New  York 
adopted  It  In  somewhat  Improved  form  and  Massachusetts  followed, 
applying  the  imiform  classification  to  all  her  cities  and  to  all  her 
towns  so  far  as  their  annual  reports  to  the  commonwealth  were 
concerned.  The  United  States  Census — ^Division  of  Wealth,  Debt 
and  Taxation — took  It  up  and  soon  there  was  developed  an  actual, 
workable,  uniform  classification  of  municipal  expenditures  and 
revenues  which  was  applicable  to  any  and  to  all  cities  throughout 
the  country. 

Now,  prior  to  the  practical  application  in  Newton,  the  National 
Municipal  League  had  been  debating  the  form  of  standard  classi- 
fication for  some  years,  without  results,  for  the  reason  that  no  two 
people  could  agree,  or  can  agree,  upon  all  of  the  elements  of  any 
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detaileci  clafisiS cation.  Some  will  favor  one  location  and  some 
another  location  for  the  same  function  or  item.  The  disagreements 
are  without  end,  the  disputants  seldom  if  ever  reach  a  conclusion 
upon  these  theoretical  details.  For  example,  if  we  had  not  imme- 
diately tried  out  the  classification  at  Newton,  just  as  it  was,  in 
1899,  it  is  possible  that  the  various  contestants  would  be  dis- 
cussing jet,  whether  Hospitals  should  be  associated  with  Charitable 
Institutions  or  with  Conservation  of  Health  and  whether  ceme- 
teries should  be  classed  as  Sanitary  Measures  or  as  Public  Utilities. 
Therefore  the  important  thing  is  to  get  the  movement  started  Jn 
practice  on  a  simple  but  fundamental  classification,  which  can  be 
agreed  upon  promptly  by  a  majority  of  those  who  have  expert 
knowledge  of  the  subject. 

What  appeals  to  me  coDcernlng  the  present  matter-in-hand 
is  this,  that  a  committee  of  the  Statistical  Association  or  of  the 
KcOQOmic  Association  or,  better,  of  both  combined,  should  be 
appointed.  Not  too  large  a  committee,  but  one  whose  members  can 
meet  conveniently  and  regularly  and  thereby  accomplish  definite 
results  within  a  relatively  short  time.  This  committee  should 
adopt,  after  proper  discussion,  a  preliminary  classification  of 
national  functions  with  such  subdivisions  as  may  be  deemed 
practicable,  and  then  the  new  budget  of  the  United  States  of 
America  for  191S-16  should  be  drawn  up  by  the  committee  and 
published  in  accordance  with  these  classifications  at  the  earliest 
possible  moment— not  a  year  or  two  hence  but  right  off  now, 
within  two  months  or  three  at  the  outside.  Then,  the  practicability 
of  the  classification  having  been  established  through  adjustments 
made  during  this  experience,  the  published  results  should  be  spread 
broadcast  in  this  country  and  abroad  for  criticism,  suggestion, 
and  imitation.  The  committee,  also,  should  be  authorized  to 
consult  and  cooperate  with  foreign  committees,  which  have  been, 
or  may  be,  appointed  for  the  same  purpose. 

Now,  what  are  the  fundamental  functions  common  to  all,  or 
nearly  all,  the  nations  ?  Evidently — we  have  the  proof  before  us — 
war  or  national  defense  is  one  of  them;  the  most  important 
single  function  of  them  apparently.  What  is  another?  Evidently 
national  indebtedness  is  another.  This  includes  debts,  sinking 
funds,  interest,  all  matters  relating  to  national  debts,  funded  or 
floating.  Again,  national  administration  is  universal  in  some  form. 
The  functions  of  legislation,  execution  (administrative),  and 
judicature  are  everywhere  present.    They  can  be  classified  without 
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serious  difflculty;  by  this  I  mean  the  M^ber  ad]iimistmti<m»  the 
"overhead''  costs  of  national  government. 

So  far  we  have  mentioned  three  large,  fundamental  functions, 
each  capable  of  simple  subdivisions  of  uniform  and  standard  char- 
acter. With  these  three  we  shall  have  covered  much  more  than 
half,  probably  three  quarters,  or  even  more,  of  the  total  costs  of 
each  national  government.  We  may  well  be  satisfied  with  these 
three  if  it  should  prove  impracticable  to  advance  farther  this  year. 
I  am  convinced,  however,  that  we  shall  find  that  we  can  advance 
quite  a  little  farther  almost  immediately.  For  instance,  there  are 
the  **public  service"  or  **public  utility"  functions,  such  as  rail- 
roads, telegraphs,  telephones,  mail  service,  and  express  service. 
Also  there  is  "forest  service,"  and  "agriculture,"  as  well  as  "com- 
merce," and  various  other  functions  which  can  be  classified,  in 
big  subdivisions  at  least,  and  which  will  be  fairly  comparable 
among  the  nations.  Soon,  however,  we  should  get  into  serious 
difilculties  and  would  be  obliged  to  stop,  for  the  present. 

'^o  stop"  reminds  me  that  my  time  is  expiring  and  therefore 
I  desire  to  suggest  to  you  the  advisability  of  the  appointment  of  a 
joint  committee,  such  as  has  been  outlined,  to  consist  of,  say,  six 
persons,  one  half  from  each  Association.  This  committee  should 
be  instructed  to  take  hold  immediately  of  our  subject  and  prepare 
the  fundamental  classifications  promptly.  If  such  a  committee 
does  its  work  effectively,  the  results  should  be  of  great  importance 
and  the  work  should  be  a  means  of  gratification  to  the  members  of 
both  of  your  learned  bodies  in  the  future. 

Roger  W.  Babson  :  As  Mr.  Chase  has  so  ably  suggested,  some 
of  us  are  much  interested  in  certain  plans  for  standardizing  and 
jointly  publishing  certain  international  statistics  for  which  states- 
men and  business  men  are  so  much  in  need.  We  further  believe  that 
the  development  of  the  statistical  work  of  the  United  States  gov- 
ernment has  reached  a  point  where  to  longer  go  ahead  without 
regard  to  what  other  nations  are  doing  will  mean  a  lot  of  undoing 
later. 

In  view  of  the  fact  that  President  Koren  has  given  me  a  place 
upon  this  program  to  tell  about  this  work,  I  feel  that  the  least 
I  can  do  is  to  reciprocate  by  basing  the  first  half  of  my  remarks 
upon  a  most  able  paper  upon  the  subject  which  he  read  last  year 
in  New  York.    Our  argument  in  brief  is  as  follows : 
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For  years  it  has  been  the  hope  of  statesmeQ  and  econombts,  as  well 
as  of  statisticans,  that  the  censuses  of  the  principal  countries  of  the 
world  might  become  so  standardized  that  it  will  be  possible  to  make 
accurate  comparative  studies  of  the  true  growth  and  relative  proaperity 
of  the  respective  nations.  It  has  not  been  contemplated  that  the 
national  censuses  should  follow  the  same  pattern  in  all  details,  but 
that  they  should  deal  with  specified  subjects  in  a  certain  uniform 
manner,  such  subjects  to  be  chosen  as  will  afford  a  fact-basis  for 
determining^  the  economic  and  social  standing  and  development  of  each 
nation. 

The  possible  utility  of  a  world  standard  of  values  as  applied  to 
nations  is  infinite.  The  interdependence  of  nations  in  things  that 
make  for  prosperity  and  general  well-being  is  daily  becoming  more 
obvious.  Back  of  much  of  the  insecurity  and  strife  in  international 
commerce  and  industry,  back  of  the  halting  way  in  which  we  endeavor 
to  meet  common  social  problems,  back  of  the  international  jealousies 
and  suspicions  that  always  threaten,  lurka  ignorance  of  national  and 
international  conditions  and  relations.  It  is  the  ability  to  strike  a 
reliable  balance  sheet  that  has  made  possible  the  huge  systems  of 
combinations  in  commerce  and  banking.  Is  not  the  use  of  a  balance 
sheet  equally  urgent  in  the  affairs  of  nations  if  they  are  to  be 
directed  for  the  common  good   of  all? 

Of  the  many  by-products  to  be  derived  from  standardizing  knowl- 
edge in  the  manner  indicated,  how  it  will  point  to  opportunities  in 
business,  prevent  losses  through  foreign  investments  and  commercial 
dealings;  how  it  may  help  to  a  better  distribution  of  population,  as 
well  as  of  products  of  agriculture  and  industry ;  how  it  may  reveal 
fundamentals  in  educational  systems  that  make  for  real  prosperity, 
there  is  no  time  to  speak. 

The  idea  of  a  standard  international  census  has  had  many 
advocates  within  bodies  like  the  International  Statistical  Institute, 
and  the  International  Institute  of  Agriculture  at  Rome.  Recently, 
at  various  gatherings  here  and  abroad  and  through  publications, 
the  idea  has  won  new  momentum.  Everywhere  it  meets  hearty 
approval.  Boards  of  trade,  producers  and  bankers,  no  less  than 
statisticians,  economists,  and  peace  advocates,  readily  see  its 
wide  bearings. 

Of  course,  such  a  developnoent  in  statistics  will  not  be  brought 
about  at  once.  One  feature  at  a  time,  however,  can  be  taken  up 
and  a  beginning  made  very  soon.  Mr.  Harvey  Chase  has  already 
admirably  shown  the  need  of  standardizing  the  budgets  of  the 
leading  nations,  and  other  members  of  our  societies  have  at  times 
pleaded  for  conformity  in  other  statistical  work.  One  specific 
illustration  is  the  work  being  done  by  Professor  Irving  Fisher  of 
Yale,  for  standardizing  the  commodity  prices  indices  of  the  diffsr- 
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eat  nations.  Very  important  fiscal,  iadusbriol,  and  social  move- 
ments  are  absolutely  held  up  for  lack  of  scientific  and  comparable 
figure§  on  the  cost  of  living, 

Mr.  Meeker  has  referred  this  morning  to  the  great  work  which 
he  is  doing  toward  "setting  our  own  house  in  order" — and  yet  he 
is  being  forced  to  do  this  independent  of  any  help  from  other 
nations,  which  makes  it  almost  certain  that  some  day  it  must  all 
be  done  over  again.  The  same  condition  of  affairs  exists  in  connec- 
tion with  our  figures  on  exports,  imports,  and  a  host  of  other 
subjects.  Every  conscientious  governmental  official  is  up  against 
this  same  problem  as  is  Mr,  Meeker,  while  the  bankers,  manufactur- 
ers, and  merchants  of  the  country  are  all  at  sea. 

But  some  say :  Why  trouble  about  so-called  international  statis- 
tics until  we  get  better  national  statistics?  Why  try  to  stand- 
ardize the  statistics  of  the  world  until  we  standardize  those 
of  our  own  country?  Why  attempt  to  make  England,  Ger- 
many, and  the  other  great  nations  conform  to  the  same  methods 
of  compilation  until  we  get  California,  Illinois,  and  Massachusetts 
to  agreeP  At  first  thought  these  questions  seem  reasonable,  but 
there  are  good  answers  to  them  all.  First,  the  very  time  to 
standardize  such  statistics  is  before  they  are  "perfected"  in  the 
different  countries.  The  more  incomplete  they  are,  the  easier  it 
will  be  to  induce  the  different  nations  to  adopt  the  standardized 
forms.  The  longer  the  change  is  delayed,  the  more  difficult  it  will 
be  to  get  them  to  make  the  much  desired  changes.  Secondly, 
it  would  be  very  much  easier  to  perfect  the  compilation  and 
methods  used  by  the  different  states  of  our  own  country  if  we  had 
some  international  standard  to  refer  to.  California  may  not 
want  to  change  her  system  to  please  Massachusetts,  nor  to  copy  a 
standard  set  by  IlHnois,  but  she  could  be  much  more  readQy  in- 
duced to  adopt  some  international  standard  prescribed  by  an 
international  commission. 

Members  of  the  American  Statistical  Association  and  members 
of  the  American  Economic  Association:  this  seems  like  a  large 
order.  But  the  statistical  work  of  the  United  States  government, 
to  be  of  real  value,  depends  upon  the  placing  and  the  filling  of 
such  an  order. 

But  since  our  last  meeting  something  has  happened  which  may 
help  very  much  in  this  development.  I  refer  to  the  great  European 
war,  which  may  result  in  some  sort  of  a  commercial  alliance  that 
mual  protectini  ,to  tiie  commerce  and  markets  of  all 
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The  Hague  Tribunal,  which  has  been  the  work  of  pacificistB 
and  jurists,  has  signally  failed.  We  have  learned  that  little  pro- 
gress can  be  made  for  world  peace  through  sentimental  plans  for 
arbitration.  We  see  in  the  newspapers  of  the  past  few  days, 
however,  the  beginning  of  another  great  movement  under  commer- 
cial and  shipping  interests,  which  appears  very  hopeful.  This 
movement,  moreover,  is  even  being  officially  endorsed  by  the  diplo- 
mats of  our  sister  republics  at  the  south,  and  I  might  add  that  I 
leave  in  two  weeks  for  Chile  and  Argentina  in  connection  with 
this  work.  In  fact  the  "Neutrality  Commission  of  Nine,"  recently 
appointed  by  the  Pan-American  Union  is  a  most  hopeful  sign  that 
a  commercial  alliance  may  be  formed  which  will  make  another  such 
war  very  improbable. 

If  the  leading  nations  come  together  in  a  commercial  alliance 
to  neutralize  the  seas,  regulate  trade-barriers,  and  assure  all  mem- 
ber nations  equal  commercial  protection,  that  will  be  the  beginning 
of  a  great  development  in  international  statistics.  It  will  lead  to 
standardizing  the  censuses  and  all  the  vital,  commercial,  and  in- 
dustrial statistics  of  the  different  nations.  As  the  development  of 
the  simplest  form  of  national  government  was  dependent  on  col- 
lecting statistics  for  proportioning  representation,  taxation,  etc., 
so  the  development  of  any  international  alliance  or  federation  will 
carry  with  it  the  extension  and  standardization  of  international 
statistics. 

Did  you  ever  think  that  political  revolutions  exist  today  as  in 
the  past,  except  that  we  make  armed  fighting  unnecessary?  Every 
four  years,  before  there  is  a  chance  for  an  armed  confiict,  we 
count  the  conflicting  parties  and  if  we  see  that  one  side  has  enough 
more  males  to  win  than  the  other  we  call  them  the  victors,  as  the 
result  of  such  a  count.  In  other  words  we  let  both  sides  fight,  but 
insist  that  they  fight  statistically  with  ballots,  instead  of  in  a 
mediaeval  fashion  with  bullets.  Hence  I  believe  that  not  only  will 
this  new  international  movement  bring  about  the  much  hoped 
development  of  international  statistics,  but  that  the  wars  of  the 
future  may  be  fought  with  statistics  and  ballots  instead  of  with 
guns  and  bullets.  Certainly  it  mast  be  with  one  of  these  two  classes 
of  weapons,  as  the  world  can  never  remain  m  statug  quo  as  the 
pacificists  so  supinely  hope.  In  view  of  this  possible  development 
I  conclude  as  follows: 

1.  That,  granted  the  existence  of  certain  glaring  needs  to 
which  President  Koren,  and  Messrs.  Willcox,  Meeker,  Mitchell, 
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Durand,  and  Gifford  have  so  ably  referred,  the  statistical  work  of 
the  United  States  government  has  now  reached  a  point  where  it 
should  at  once  seek  to  cooperate  with  other  governments  in  stand- 
ardizing the  census  and  statistical  work  of  all  nations. 

S.  That  this  means  the  formation  of  some  sort  of  official  inter- 
national census  office  entirely  apart  from  the  able  work  of  the 
International  Statistical  Institute  at  the  Hague. 

8.  That  the  duty  of  the  American  Statistical  Association,  the 
second  oldest  statistical  association  in  the  world  and  the  only  one 
of  any  consequence  in  a  now  neutral  nation,  is  to  call  an  inter- 
national conference  to  consider  this  project. 

4.  And  finally  that  in  the  meantime  we  individual  members  work 
and  talk  in  favor  of  this  proposed  commercial  alliance  and  the 
neutrality  plan  of  our  South  American  brothers,  for,  if  these  are 
successful,  international  and  naticmal  statistics  will  be  put  on  a 
plane  higher  than  we  have  even  yet  dared  to  hope  for. 

John  Cummings  :  Members  of  the  Associations  may  be  in- 
terested in  an  instance  of  codperative  statistical  work  in  which 
the  cooperating  agencies  included  two  federal  bureaus,  two  private 
associations  or  foundations,  and  a  local  public  agency, — ^these 
being  the  cooperating  agencies  in  a  recently  completed  survey 
of  industries  and  schools  in  the  city  of  Richmond;  Virginia. 
The  report  of  this  survey  will  shortly  issue  as  an  official  publica- 
tion of  the  federal  government.  Specifically  the  co5perating 
agencies  in  this  work  were  the  following: 

1.  The  National  Society  for  the  Promotion  of  Industrial  Edu- 
cation, which  was  active  in  organizing  the  survey,  and  assumed 
certain  expenses  for  printing  bulletins  bearing  upon  the  work, 
and  for  services  of  its  office  force.  This  society  has  just  recently, 
some  three  weeks  since  (Dec.  9-12,  1914),  held  its  annual  con- 
vention in  Richmond,  practically  the  entire  time  of  the  conven- 
tion being  devoted  to  a  consideration  of  the  results  of  the  survey, 
and  to  the  formulation  of  recommendations  based  upon  the 
findings.  It  may  be  noted,  as  an  indication  of  the  value  of  such 
work,  that  the  superintendent  of  the  Richmond  schools  stated  to  the 
convention  that  the  survey  had  outlined  a  program  of  procedure 
in  industrial  education  providing  for  the  development  in  Richmond 
during  the  next  ten  years.  Incidentally  he  stated  that  the  survey 
had  already  saved  the  city  $860,000. 

5.  The  second  cooperating  agency  was  the  city  of  Richmond 
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itself,  represented  by  the  superintendent  of  schools  and  by  a 
local  committee  of  citizens.  Richmond  provided  funds  to  cover 
the  cost  of  making  a  survey  of  its  industries. 

S.  The  third  cooperating  agency  was  the  Russell  Sage  Founda- 
tion of  New  York  City,  which  through  its  educational  director 
made  the  school  survey,  and  assumed  a  large  portion  of  the  cost 
of  the  school  survey. 

4.  The  fourth  cooperating  agency  was  the  United  States  Bureau 
of  Education  represented  by  its  expert  in  industrial  education, 
who  assisted  in  the  establishment  of  prevocational  and  vocational 
courses  organized  upon  the  basis  of  the  survey  findings  and 
recommendations. 

5.  The  fifth  cooperating  agency  was  the  United  States  Bureau 
of  Labor  Statistics.  This  bureau's  expert  on  industrial  educa- 
tion was  given  six  months'  leave  of  absence  to  enable  him  to 
serve  as  director  of  the  industrial  survey.  The  Bureau  of  Labor 
Statistics,  also,  is  to  issue  the  fuU  report  of  the  findings  and 
recommendations,  which  will  probably  run  to  300  or  more  pages, 
and  will  include  the  four  large  text-charts,  a  few  copies  of  which, 
by  the  courtesy  of  the  Bureau,  I  have  been  permitted  to  bring 
to  this  meeting  for  distribution  in  case  any  members  present  care 
to  have  them.  The  Bureau  by  assuming  the  cost  of  printing 
these  charts  and  the  full  report  has  made  possible  the  publication 
of  both  the  charts  and  the  report  in  the  proposed  form.  The 
chief  editor  of  the  Bureau,  Mr.  Verrill,  has  served  upon  the 
editorial  committee  of  the  survey,  and  through  him  and  Commis- 
sioner Meeker  the  Bureau  has  cooperated  to  the  full  extent  of 
its  authority  to  do  so. 

Another  department  of  the  federal  government  may  be  men- 
tioned as  being  implicated  indirectly  in  the  undertaking — the 
Department  of  Commerce, — since  Secretary  Redfield  of  that  De- 
partment is  President  of  the  National  Society  for  the  Promotion 
of  Industrial  Education.  The  Commissioner  of  Labor  and  the 
Secretary  of  Commerce  manifested  their  interest  in  the  work  by 
attending  the  convention  held  in  Richmond  to  consider  the  find- 
ings of  the  survey,  and  by  participating  in  the  proceedings. 

It  may  be  of  interest  to  note,  also,  since  there  has  been  some 
misunderstanding  as  regards  the  attitude  of  organized  labor  with 
reference  to  the  institution  of  industrial  education  even  in  the 
public  schools,  that  in  the  work  of  gathering  the  data  the  agents 
of  the  survey  had  the  full  cooperation  of  the  local  labor  unions, 
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and  that  Mr.  Gompen,  PresideBt  of  the  Anoieaii  Federatkm  of 
Labor,  also  attended  the  oanTcntioii  in  Bichmond,  and  in  an 
address  heartfly  endorsed  the  proposed  program. 

The  character  of  the  data  gathered  relating  to  oecapations 
may  be  inferred  from  the  diarts  which  present  in  paralld  cofamms 
a  sUtistied  Muajri.  of  Kime  fiftT^  oeaip^tkHi.  in  ^ 
building,  and  metal  trades  and  in  the  tobacco  industry.  Occiqpa- 
tions  in  retail  stores  are  indnded  in  the  report,  hot  have  not 
been  charted.  The  report  contains  also  the  foil  analysis  of 
each  occupation  bri^y  sonnnarned  oo  the  charts  together  with 
a  Tery  considerable  amoont  of  tabular  matter  and  general  text 
dealing  with  the  industrial  diaracter  of  Richmcmd. 

The  data  for  the  charts  and  for  the  tabolatioo  were  gathered 
opon  schedules  and  throu^  personal  intenriews  with  employers 
and  employees. 

The  schedule  inquiries  related  to  such  topics  as  hours,  wages, 
seasonal  fluctuation,  age  of  entrance  to  trade,  extent  to  which 
the  trade  could  be  learned  in  the  shop,  years  required  to  learn 
the  trade,  age  period  of  maximum  productirity,  source  of  labor 
supply,  the  demand  for  labor  and  whether  the  demand  is  increas- 
ing or  decreasing  in  Richmond;  the  conditions  of  employment 
that  inyolve  physical  or  nerroos  strain,  that  stimulate  or  that 
narrow  or  restrict  development,  or  are  in  other  respects  important 
as  affecting  the  welfare  of  the  worker;  the  requirements  as  re- 
gards general,  trade,  and  technical  education  of  the  worker;  the 
line  of  promotion  in  the  shop;  provision  made  in  the  shop  for 
systematic  instruction  of  apprentices  and  of  journeymen;  the 
conunon  deficiencies  of  workers;  what  training  the  school  ought 
to  give  the  boy  or  girl  before  he  or  she  liters  the  shop;  what 
it  ought  to  give  for  the  apprentice  and  for  the  joumeymoi 
in  the  shop,  by  means  of  continuation  classes, — and  other  facts 
of  importance  in  constituting  a  statistical  basis  for  organizing 
industrial  education. 

The  charts  summarize  briefly  a  portion  of  the  data  gathered 
on  these  schedules  and  from  other  sources.  In  the  case  of  each 
occupation  shown,  the  analysis  begins  with  a  brief  description 
of  the  nature  of  the  occupation  itself,  and  continues  down  the 
column  covering  the  points  which  have  been  specifled. 

Consistentiy  with  the  purpose  of  the  industrial  survey,  that  is, 
to  provide  a  basis  of  statistical  information  relating  to  mdustrial 
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occupations  in  the  city  of  Richmond  upon  which  to  base  a  system 
of  industrial  education  in  public  schools,— and  while  the  work 
was  stilt  in  progress,  courses  were  organized  in  response  to 
requests  coming  from  the  workers  themselves,  for  molders, 
plumbers,  electricians,  and  for  workers  in  other  occupations. 

It  is  asBumed  as  a  principle  justifying  such  surveys  that  in- 
dustrial education  must  be  intimately  related  to  specilic  local 
industrial  needs — that  it  must  be  based  upon  data  relating  not 
to  occupations  in  general,  but  to  occupations  as  determined  by 
the  industrial  development  of  the  community  in  which  that  sort 
of  education  is  undertaken — taking  account,  for  example,  of  the 
extent  to  which  processes  and  employments  in  the  given  community 
have  been  specialized.  In  the  survey  of  Richmond's  building 
trades  some  fifteen  distinct  occupations  could  be  defined,  but  if 
the  survey  had  been  in  New  York  City  the  number  of  distinct 
occupations  in  the  building  trades  would  have  been  very  much 
greater.  In  Richmond  the  carpenter  may  have  occasion  infre- 
quently to  lay  a  parquet  floor;  in  New  York  the  parquet-floor 
layer  may  not  be  required  even  occasionally  to  do  any  other  sort 
of  work.  In  general  the  needs  of  Richmond  as  regards  industrial 
education  are  local  and  peculiar,  and  industrial  courses  established 
in  Richmond  should,  therefore,  be  unique,  reflecting  the  industrial 
character  of  the  community,  and  being  modified  and  developed 
as  the  local  industries  change.  In  accordance  with  this  principle 
the  data  upon  which  to  base  industrial  education  in  any  com- 
munity must  be  gathered  in  the  workshops  of  that  community. 
This  makes  the  basis  of  industrial  education  empirical  and 
statistical.  It  makes  the  problem  of  industrial  education 
essentially  a  local  municipal  problem.  It  assumes  that  no  system 
of  industrial  education  devised  for  one  community  is  adapted 
to  the  needs  of  any  other  community. 

If  the  problem  of  industrial  education  is  so  essentially  local 
in  character,  what  interest  has  the  federal  government  in  the 
character  of  Richmond's  industrial  education?  The  answer  is, 
of  course,  obvious.  No  social  problem  is  purely  local,  and  while 
industrial  education  must,  if  it  is  to  be  efficient,  be  differentiated 
locally,  it  is,  nevertheless,  in  the  aggregate  a  national  affair. 
The  federal  government  representing  the  coimtry  as  a  whole  in 
its  industrial  development  and  competition  with  foreign  nations, 
IS  interested  in  the  extension  of  practically   efficient   industrial 
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Formal  eoqpermtiony  rach  bm  has  been  oatlined,  bclwcai  pufafie 
aod  priratt  agaeies  in  the  actual  fidd  work  of  ttatistieal  inqoiiy 
may  seem  aomewhat  inconnttcnt,  not  only  with  oScial  dignity, 
but  with  the  general  prmciide  that  poUie  agencies  most  not 
engage  in  private  enterprises.  Thit  appearance  of  inoonsiBtcncy 
arises  from  a  f aihure  to  recognise  that  private  associations  may  be 
engaged  in  work  which  is  dearly  affected  with  the  public  interest. 
Where  tUs  is.the  case  cooperatiTe  partidpatiim  of  federal  bureaus 
in  rendering  statistical  service  is  entirdy  proper  as  a  puUic  fonc- 
tion.  The  extent  to  which  goTemment  boreaos  can  cooperate 
with  priTate  agencies  in  statistical  woriL  is  obyioudy  limited  to 
such  enterprises  as  are  dearly  affected  with  the  public  interest, 
and  in  general  the  possibility  of  codperation  is  determined  by 
the  character  of  the  private  agencies. 

The  nomber  of  resp<msible,  permanent  private  foundations  and 
associations  which  represent  important  social  interests  is  very 
considerable  and  is  increasing.  These  private  organisations  have 
arisen  in  response  to  recognized  social  needs.  Immigrants  stranded 
in  our  large  cities,  for  example,  constitute  a  social  problem,  and  a 
league  for  the  protection  of  inunigrants  is  organised.  The  need 
for  industrial  education  becomes  pressing  and  a  society  for  the 
promotion  of  industrial  education  is  organized.  Conservation  of 
soil,  water-power,  and  forests  is  the  basis  of  private  association. 
In  a  word  every  important  social  need  is  bound  sooner  or  later  to 
become  the  basis  of  organization.  Such  organizations  are  national 
in  character.  They  represent  national  interests  and,  when  the 
purposes  of  these  organizations  are  consistent  with  the  public 
interest,  cooperative  participation  by  bureaus  of  the  federal  gov- 
emm^it  in  the  work  which  they  are  doing  would  seem  to  be  a 
natural  procedure. 

Incidentally  it  may  be  noted  that  the  difficulties  in  the  way  of 
such  cooperation  are  in  some  respects  less  considerable  than  in  the 
case  of  public  agencies.  Public  agencies,  state  or  municipal,  are 
essentially  local — essentially  not  national  in  character.  Every  pub- 
lic agency  has  its  geographic  field  of  operation  defined  in  ordi- 
nances and  statutes.     Such  agencies,  moreover,  o]>erate  under  a 
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rigid  legal  definition  of  powers  and  functions,  which  in  man;  in- 
stances constitutes  a  barrier  to  effective  cooperation. 

In  the  case  of  private  agencies  there  is  no  rigidity  of  legal  status 
to  be  broken  down.  It  may  be  noted,  further,  as  a  justification 
for  cooperation  with  private  agencies  that  they,  more  frequently 
than  public  agencies,  represent  specific  social  problems  national 
in  scope, — that  they  represent  live  interests  which  have  developed 
in  the  community, — that  they  represent  what  the  community  is 
thinking  about;  whereas  the  public  agency  or  bureau  represents 
a  traditional  interest  as  defined  in  more  or  less  permanent  statutes 
and  ordinances.  The  private  agency  may  infuse  inspiration  and 
motive  into  official  routine. 

The  advantages  of  cooperation  in  the  instance  which  has  been 
noted  will  be  obvious,  and  it  will,  I  think,  be  clear  that  equally 
great  advantages  may  result  from  similar  cooperation  in  other  linea 
of  work  where  permanent  responsible  private  agencies  are  in  the 
field. 

All  of  the  work  on  the  Richmond  survey  was  done  under  the 
direction  of  professional  experts,  who  prepared  the  schedules  and 
supervised  the  field  work  and  the  tabulation  of  the  data.  Such 
work,  if  it  is  to  be  of  value,  must  be  done  by  professionals,  and 
it  will  be  obvious  that  cities  generally  caimot  maintain  corps  of 
experts  for  this  work,  since  in  the  nature  of  the  case  the  work  is  not 
as  regards  any  single  city  continuous. 

This  is  the  condition  which  perhaps  more  than  any  other  makes 
cooperation  of  the  federal  government  essential.  A  municipahty 
undertaking  such  work  independently  may  find  it  necessary  to 
depend  upon  inexperienced  service.  Without  cooperation,  each 
survey  is  experimental  and  the  data  gathered  relating  to  occupa- 
tions and  industries  in  different  cities  acting  independently  ar^ 
bound  to  be  of  varying  value  and  character. 

As  regards  the  country  as  a  whole,  however,  assuming  that  cities 
generally  undertake  such  surveys,  the  work  is  continuous,  and 
bureaus  of  the  federal  government  can,  therefore,  organize  on  » 
permanent  basis  for  the  promotion  of  such  undertakings. 

While  the  statistical  analysis  of  occupations  undertaken  in 
Richmond  was  undertaken  for  the  specific  purpose  of  providing  a 
basis  of  industrial  education  in  that  city,  the  data  gathered  are  of 
general  economic  significance,  being  such  as  must,  to  a  greater  or 
less   extent,  underlie  economic   speculation   regarding   industrial 
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coiiditions  and  employments.  The  significance  of  the  data  will 
obviously  increase  in  proportion  as  the  number  of  cities  covered 
increases,  and  in  proportion  as  the  work  is  organized  and  con- 
ducted in  accordance  with  some  uniform  scheme.  Cooperation  of 
the  federal  bureaus  would  seem  to  be  an  obvious  way  of  securing 
this  uniformity  in  method  and  data. 

Finally,  it  is  of  importance  that  the  schedules  used  in  such  work 
•hall  be  subjected  to  scientific  criticism  and  that  they  shall  be 
perfected  so  as  to  get  the  data  which  are  of  economic  value.  The 
Richmond  survey  is  the  first  of  its  kind,  and  necessarily  in  this 
respect  experimental.  It  is  intended  to  serve  as  a  type  survey, 
but  even  while  the  work  was  in  progress,  those  engaged  in  the  work 
realized  thai  improvements  could  be  made  in  the  methods  and  in 
the  schedules,  and  when  the  report  issues  from  the  Bureau  of  Labor 
Statistics,  it  is  to  be  hoped  that  criticisms  will  be  freely  forthcom- 
ing from  those  interested  to  secure  accurate  data  regarding  the 
common  industrial  pursuits  of  wage  earners. 

Joseph  A.  Hill:  I  think  that  the  movement  initiated  by  the 
appointment  of  these  committees  on  the  statistical  work  of  the 
federal  government,  if  it  is  to  have  practical  results,  ought  to  lead 
to  the  institution  of  a  federal  statistical  commission  established 
by  act  of  Congress,  and  having  authority  to  investigate  the  statis- 
tical activities  carried  on  by  the  different  government  bureaus  and 
to  make  recommendations  with  a  view  to  the  better  organization 
and  coordination  of  the  work  and  the  improvement  of  the  product. 

The  statistical  work  of  the  United  States  government  has  grown 
up  in  a  more  or  less  haphazard  way.  It  is  not  improbable,  there- 
fore, that  an  undue  amount  of  time  and  money  is  being  expended 
on  some  statistical  lines  and  not  enough  on  others,  and  that  some 
statistical  inquiries  might  with  advantage  be  curtailed  and  others 
expanded,  or  some  dropped  altogether  and  new  ones  initiated. 

It  is  not  merely  a  question  of  whether  each  inquiry  considered  by 
itself  is  worth  while,  but  a  question  of  what  is  best  worth  while.  It 
is  the  relative  value  of  the  different  lines  of  work  which  must  be 
considered.  It  is  the  question  of  efficiency,  or  of  using  to  the  best 
advantage  the  limited  amount  which  the  country  as  represented  by 
Congress  is  willing  to  expend  on  statistical  work. 

An  investigation  of  this  kind  will  take  time ;  to  be  of  any  value 
it  must  be  thorough,  extending  even  to  the  detailed  questions  on 
the  schedules,  and  must  be  conducted  by  competent  men  who 
should  be  compensated  for  their  labors. 
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I  think  that  the  societies  here  represented  ought  not  to  rest 
content  with  merely  passing  resolutions  and  making  recommenda- 
tions. They  ought  ultimately  and  after  due  deliberation  to  draw 
up  the  bill  for  the  institution  of  such  a  commission  as  that  sug- 
gested, covering  all  the  details  of  its  organization,  and  then  take 
steps  to  secure  the  enactment  of  the  bill  bringing  to  its  support 
the  organized  efforts  and  influence  of  the  entire  membership  of  both 
societies. 

N.  I.  Stons:  I  wish  time  would  permit  to  go  into  the  many 
points  that  I  should  like  to  cover  with  reference  to  our  govern- 
ment statistics.  A  great  deal  of  it  is  wrong  fundamentally  and 
many  of  its  shortcomings  are  due  to  working  with  imperfect  tools. 

I  heartily  agree  with  what  Professor  Mitchell  has  said  about 
the  shortcomings  of  the  statistical  staff  in  the  average  government 
office.  In  the  exact  science  of  physics  they  have  long  learned  the 
lesson  that  the  accuracy  of  knowledge  established  by  their  research 
work  depends  upon  the  accuracy  of  the  instruments  employed.  In 
the  army  they  would  not  ordinarily  place  a  private  in  the  ranks  in 
charge  of  a  regiment  merely  because  he  was  a  bright  or  brave 
fellow.  They  have  recognized  the  necessity  of  scientific  training  as 
a  qualification  for  an  officer.  Even  our  politicians  would  not 
think  of  appointing  a  man  who  is  not  a  trained  lawyer  to  a  posi- 
tion requiring  the  handling  of  legal  matters.  Certainly  no  one 
but  a  graduate  of  a  recognized  medical  college  would  be  permitted 
to  hold  a  position  of  responsibility  in  the  public  health  service. 
But  statistics  has  not  been  recognized  as  yet  either  as  a  science 
or  a  profession,  and  anybody  who  can  add  up  a  column  of  figures 
can  acquire  the  title  of  statistician  and  be  appointed  to  direct 
most  important  statistical  work  if  he  is  lucky  enough  to  get  into 
the  good  graces  of  the  appointing  powers. 

In  Grermany  no  man  would  be  allowed  to  hold  the  position  of 
chief  of  a  statistical  bureau  or  even  a  subordinate  position  requir- 
ing expert  statistical  knowledge  who  is  not  a  university  graduate 
who  has  specialized  in  the  science  of  economics  and  statistics. 
Until  we  get  this  principle  officially  recognized  in  this  country,  we 
shall  be  confronted  with  the  condition  referred  to  by  Professor 
Mitchell. 

Under  these  conditions  it  is  not  surprising  that  we  are  still 
without  a  definite  policy  and  set  of  principles  to  govern  the  biggest 
statistical  work  that  tiie  government  is  doing,  our  census.     The 
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deccniuAl  ■rhfihJii  kave  beta  cknged  ladieaDy 
corre«pcmrting  to  the  attcng  Tiem  of  die  TmiiouB  dSiccAois 
ceedmg  one  anothrr  at  die  whim  of  poiitici. 

Li  cauafBctitam  wiA  tbe  fortbeaamg  CeBs«s  of  MaiiofacloreB  of 
1915  the  prcMMt  Director  hos  applied  to  chmaJtttn  of  oiMMMaree 
and  Tarioos  nuuraf actmen'  anoeiatioBs  to  make  snggestmn  for 
the  improTcflMBt  of  the  •Ardnlfs.    la  this  connectioo  as  a  ——**•' 
of  the  Cooimittee  oo  Statvtici  of  the  Ghanber  of  Comancrct  of  the 
United  SUtcs,  I  was  asked  to  nwdfiiake  the  ta^  of  aaaljaisg  the 
present  sdiedoles  and  soggesliag  soch  dianges  as  would  make  the 
census  statistics  of  Banofsctiires  of  greater  practical  Taloe.     In 
connectioo  with  this  work  I  addressed  specific  questioBs  to  leading 
manafactnren  and  iiiiLLii  of  their  organisations  and  foimd  the 
greatest  yariety  of  Tiews  as  to  the  proper  fonctioB  of  census  sta- 
tistics prevailing  among  business  men.    At  <me  extreme  were  those 
who  saw  no  yafaie  in  goremment  statistics  and  bdiered  that  if  the 
census  can  not  be  abolished  altogether  it  ought  to  be  confined  to 
the  fewest  and  simplest  questions,  while  at  the  other  end  were 
some  of  the  largest  business  concerns  of  the  country  and  most 
representatire  business  organizations  which  thought  that  the  census 
ou^t  to  present  most  elaborate  statistics  as  to  eyery  etenont  of 
the  cost  of  production  in  every  industry  it  covers  and  even  that 
the  census  ought  to  prescribe  a  uniform  system  of  cost  accounting 
for  all  the  business  concerns  in  the  country.     One  of  the  most 
infiuential  commercial  bodies  in  the  country  thought  it  of  the 
greatest  importance  for  the  census  to  present  detailed  classified 
wage  statistics,  which  the  census  does  not  attempt  to  do  at  present. 
The  census  is  not  the  only  branch  of  government  statistics,  how- 
ever, that  presents  room  for  improTemoit.     Dr.  Durand  and  I, 
before  we  left  the  goyemment  service,  had  been  engaged  for  some 
time  in  a  study  of  our  statistics  of  foreign  commerce,  in  response  to 
a  demand   from   commercial  organizations  that  the  govemmoit 
publish  statistics  of  foreign  conmierce  in  greater  detail.     Before 
we  proceeded  very  far  in  our  study,  we  discovered  that  before 
thinking  of  the  luxury  of  greater  detail  it  would  be  necessary  to 
insure  greater  accuracy  in  the  statistics  of  our  exports  and  im- 
ports on  the  scale  on  which  published  at  present.       One  would 
imagine  that  statistics  of  imports,  being  based  upon  returns  of 
customs  officials  who  jealously  guard  the  interests  of  the  Treasury, 
would  be  exceptionally  accurate.    We  found  to  our  surprise  that, 
while  the  aggregate  value  of  imports  was  fairly  accurate,  that  of 
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individual  commodities  and  classes  of  conmiodities  was  in  some 
cases  as  much  as  26  per  cent  off.  When  we  came  to  the  statistics 
of  exports  we  found  the  inaccuracy  so  great  that  no  one  can  at 
present  venture  even  an  approximate  estimate  of  the  degree  of  in- 
accuracy. Certain  it  is  that  our  exports  are  not  only  greatly  and 
deliberately  underestimated  in  a  great  many  cases  by  individual 
exporters,  but  that  there  are  instances,  the  frequency  of  which 
we  had  no  means  of  ascertaining,  of  entire  cargoes  of  exported 
merchandise  not  being  reported  in  our  export  statistics,  due  to  the 
imperfect  machinery  for  the  registration  of  exports,  which  is 
nearly  a  hundred  years  old  and  badly  out  of  joint  with  present-^ay 
conmiercial  conditions.  I  am  glad  to  say  that  the  Department  of 
Conmierce  is  now  thoroughly  alive  to  this  situation  and  is  consider- 
ing means  of  overcoming  this  defect. 

Time  will  not  permit  to  go  into  other  phases  of  government 
statistics  and  I  wish  to  conclude  by  seconding  most  heartily  the 
resolution  proposed  by  Professor  Willcox.  I  wish  to  say,  however, 
that  I  do  not  expect  any  radical  improvement  in  the  situation  until 
we  have  a  committee  paid  either  by  the  government  or  by  private 
organizations,  so  as  to  enable  a  number  of  competent  men  to 
devote  their  undivided  attention  to  this  work.  Dr.  Meeker's  ex- 
perience is  not  an  exceptional  one.  We  are  all  busy  people  and 
have  pressing  work  to  do  while  earning  a  living.  The  task  before 
us  is  of  vast  magnitude  and  will  take  years  to  accomplish,  and, 
in  my  opinion,  if  the  committees  to  be  appointed  by  this  Associa- 
tion and  the  American  Statistical  Association  succeed  in  bringing 
about  the  appointment  of  a  competent,  salaried  government  com- 
mission or  of  a  commission  whose  expenses  are  to  be  defrayed 
by  the  joint  contributions  of  such  organizations  as  our  own  and  the 
various  commercial,  labor,  and  the  other  bodies  which  may  have  an 
interest  in  the  work,  they  will  have  taken  the  longest  step  for  ac- 
complishing the  great  task  that  is  before  us. 


THE  RELATION  OF  EDUCATION  TO  INDUSTRIAL 

EFFICIENCY:  THE  STUDY  OF  THE  GENERAL 

PRINCIPLES  OF  ADMINISTRATION 

Edwa&d  D.  Jones 
The  University  of  Michigan 

The  economic  evolution  of  the  United  States  has  been,  in  one  of 
its  phases,  a  process  of  developing  inequalities  of  economic  power. 
There  has  been  created  a  hierarchy,  which  includes  the  greater 
portion  of  those  engaged  in  gainful  pursuits,  and  which  fastens 
them  together  in  a  meshwork  of  relations  of  superior  and  inferior. 
This  signifies  that  the  majority  have  come  into  a  position  where 
they  must  take  orders — ^where  the  character  of  their  lives,  from 
hour  to  hour,  is  conditioned  by  the  furniture  of  ideas  in  the  minds 
of  their  superiors.  Correspondingly,  it  signifies  that  other  men  have 
been  delegated  to  carry  responsibilities,  and  have  attained  to  work 
which  consists  chiefiy  of  discretionary  functions.  In  short,  the 
phenomenon  of  economic  leadership  has  emerged,  and  has  become 
an  essential  characteristic  of  our  times. 

For  one  thing,  the  men  of  wealth  have  greatly  increased  in 
numbers.  At  first,  an  Astor  fortune  grew  out  of  domestic  com* 
merce,  and  a  Girard  estate  was  amassed  from  shipping  and  trading 
abroad.  Then,  with  the  advent  of  railroads  and  factories,  an 
ever-increasing  company  of  preeminent  ones  appeared.  While 
now,  we  refer  depreciatingly  to  the  great  army  of  the  merely  rich ; 
and  even  the  frontier,  which  has  always  been  relied  upon  as  the 
safety-valve  of  our  national  economy,  has  become  a  region  of 
principalities  of  land,  timber,  and  coal  in  individual  hands.  So 
we  are  interested  in  the  order-giving  power  which  wealth  confers. 

But  the  necessity  to  society  of  having  its  leaders  made  reliable 
does  not  alone  rest  upon  the  fact  that  some  of  these  leaders  have 
attained  great  wealth.  Everywhere,  in  this  day  of  corporations, 
the  administrative  relationships  involved  in  our  social  process  of 
production  are  becoming  tighter  and  more  exacting.  If  once,  in 
war,  the  impromptu  action  of  a  loose  body  of  sharp-shooters 
availed  much,  if 

Once  the  embattled  fanners  stood. 

And   fired  the  shot  heard   'round  the  world, 

the  advice  which  our  country  is  receiving,  in  this  year  of  war,  is 
to  provide  for  her  defense  the  power  of  masses  of  men  trained  to 
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strict  military  discipline.  As  in  war,  so  in  industry ;  initiative  has 
become  a  matter  of  careful  delegation.  The  rule  of  the  superior 
executive  has  everywhere  penetrated  into  new  fields,  and  has  in- 
creased in  intimacy. 

The  earliest  attitude  of  the  public  mind  toward  the  business 
administrator  was  the  naive  one  of  viewing  his  prosperity  simply 
as  the  reward  of  virtue  and  enterprise.  The  subordination  of 
others  which  was  implied  in  it  was  looked  upon  as  something 
merely  temporary  and  optional,  and  even  valuable,  as  a  sort  of 
training  school  on  the  way  to  an  independent  ultimate  career. 
The  abundant  opportunities  of  the  continent  were  trusted  to 
confidently.  These  opportunities  gave  to  the  phrase  ^^economic 
freedom"  a  significance  not  at  all  sarcastic.  Lincoln  was  able 
to  say,  in  his  Annual  Message  of  186S,  in  response  to  the  southern 
argument  that  the  life-long  wage  earner  was  a  virtual  slave : 

There  is  not,  of  necessity,  any  such  thing  as  the  free  hired  laborer 
being  fixed  to  that  condition  of  life.  Many  independent  men  every- 
where in  these  states,  a  few  years  ago  in  their  lives,  were  hired 
laborers.  The  prudent,  penniless  beginner  in  the  world  labors  for 
wages  awhile,  saves  a  surplus  with  which  to  buy  land  or  tools  for 
himself,  then  labors  on  his  own  account  another  while,  and  at  length 
hires  another  new  beginner  to  help  him.  This  is  the  just,  generous, 
and  prosperous  system  which  opens  the  way  to  all — ogives  hope  to 
all,  and  consequent  energy  and  progress  and  improvement  of  condi- 
tion to  all. 

But  it  is  on  record  that  Lincoln  saw  with  concern  the  effect 
which  the  war  was  having  in  building  up  large  establishments  un- 
der the  control  of  the  few. 

It  has  gradually  become  plain  that  inequalities  of  economic 
power  have  come  to  stay.  The  majority  must  be  subordinates  for 
life.  Supermen  have  appeared,  not  only  as  once,  in  statecraft  and 
war,  but  now  in  industrial  affairs  as  well.  Therefore,  as  once  the 
problem  of  controlling  political  power  absorbed  thinkers,  so  now 
the  method  of  hedging  about  our  economic  potentates,  or  of 
awakening  in  them  ideals  which  shall  make  them  safe,  as  agencies 
of  the  general  welfare,  is  attracting  attention. 

As  a  nation  we  have  become  solicitous  about  the  matter  of  op- 
portunity. On  a  recent  trip  to  this  country,  Mr.  H.  G.  Wells 
observed  that, 

The  American  community  is  discovering  a  secular  extinction  of 
opportunity,  and  the  appearance  of  power  against  which  individual 
enterprise  and  competition  are  helpless.  .  .  .  That  steady  trend  to- 
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wards  concentration  under  individnalistie  mles^  until  individnal  com- 
petition becomes  disheartened  and  hopeless^  is  the  essential  form  of 
the  economic  and  social  process  in  America.^ 

New  Demands  upon  Economics 

It  is  as  this  situation  has  become  established  in  reality,  and 
appreciated  by  the  public  mind,  that  the  universities  of  the  coun- 
try have  been  called  upon  to  give  special  training  preparatory 
for  business  life.  It  seems  reasonable  to  suppose  that  there  is  a 
connection  between  the  two  things.  It  suggests  itself  that,  as 
upward  climbing  has  become  more  difficult  for  propertyless  youths, 
their  parents  have  sought  for  them  instruction  in  the  nature  of 
industrial  processes  so  that,  armed  with  knowledge,  they  might 
still  rise  to  honor  and  a  competency.  But  it  seems  equally  proba- 
ble that  the  public  desires  changes  in  industry,  looking  to  the 
equalization  of  opportunity,  and  the  more  widespread  enjoyment 
of  the  rational  objects  of  life.  At  all  events,  It  is  clear  that  society 
is  groping  for  the  fit  concept  of  what  an  industrial  leader  should 
be,  and  asks  the  universities  to  assist,  and  to  train  men  who,  when 
responsibilities  are  laid  upon  them,  will  make  industry  more  ef- 
ficient, just,  and  enjoyable. 

Professional  Courses 

The  most  obvious  response  to  this  demand  has  been  a  vigorous 
evolution  of  special  courses  having  to  do  with  the  applications  of 
physical  science;  with  economic  morphology,  or  the  relations  of 
institutions  to  each  other;  and  with  the  measurement,  adminis- 
tration, and  proprietorship  of  values  through  accounting  and 
finance.  Leaving  at  one  side  the  question  of  the  technical  equip- 
ment which  these  courses  provide  for  success  in  business,  let  us 
consider  them  for  a  moment,  as  instnunents  of  social  progress. 

The  American  college  student  is  familiar  enough  with  general 
ethical  principles,  but  he  has  doubts  about  their  working  out  in 
detail.  It  is  necessary,  therefore,  to  descend  into  details,  and  to 
throw  details  into  a  rational  order,  as  a  science,  to  find  out.  This 
process  lets  in  the  light.  '^How  many  an  action,"  says  Gromperz, 
in  his  Greek  Thinkers,  ^^injurious  to  the  common  welfare,  would 
have  been  left  unperformed,  had  not  a  veil  of  misty  thought  con- 
cealed from  the  doer  of  it  the  fact  that  it  belonged  to  a  class  of 
actions  admitted  by  himself  to  be  reprehensible.*'*    This  is  particu- 

^  The  Future  in  America:  A  Search  after  lUattHee,    N.  Y.,  1906,  pp.  91-99. 
'Gompera,  T.,  Greek  Thinkers:   A  History  of  Aneitmt  Pkiiosophy,  Loodon, 
1901-lf.     Vol.  II,  p.  77. 
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larly  applicable  to  those  departments  of  business  activity  which 
have  not  been  cleared,  by  scientific  scrutiny,  of  popular  fallacies, 
and  of  the  harsh  phllistinism  which  hides  behind  the  phrase  ^'Busi- 
ness  Is  business."  The  progress  of  economic  and  sociological 
studies,  and  the  devising  of  such  Instruments  of  precision  as  ac- 
counting, is  giving  to  everyone  a  more  definite  Idea  of  the  nature 
of  social  action  and  reaction  In  the  economic  field.  It  is  supplant- 
ing the  vague,  pious  generalizations  by  which  men  of  generous 
impulse  once  expressed  their  hopes,  and  Is  putting  in  their  place 
efficiency  reports  and  sociological  surveys.  It  Is  proving  why 
certain  harsh  methods  of  foremanlzing  and  deceitful  methods  of 
financing  do  not  pay,  and  doing  It  with  a  cool  and  deadly  cer- 
tainty, like  the  soldierly  advance  of  a  piece  of  mathematical 
reasoning  toward  Q.  E.  D.  Analysis  is  probing  out  the  full  sig- 
nificaiice  of  the  plan  of  running  a  business  In  such  a  way  as  to 
throw  upon  the  community  the  cost  of  skinned  natural  resources, 
or  of  an  offended  Investing  public.  And  so  this  work  Is  makiDg 
for  righteousness.^  But  It  has  been  principally  concerned  with 
the  physical,  commercial,  and  financial  aspects  of  the  economic 
process.  And  It  has  remained  lar^gely  on  the  plane  of  technique;^ 
and  necessarily  so,  since  It  has  been  In  the  preliminary  stage  of 
Investigation. 

Culture  Courses 

This  semi-professional  education  is,  In  undergraduate  pro- 
grams, accompanied  with  avowedly  cultural  courses  in  history, 
literature,  philosophy,  and  the  like.  In  graduate  programs.  It  is 
preceded  by  them.  Do  these  two  elements  of  education — the  pro 
fessional  and  the  cultural — fuse  themselves  Into  an  Interdependent 
whole  in  the  student's  mind?  Does  the  student  come  into  the 
special  courses,  with  Impersonal  Interest,  to  investigate  some  ideal 
of  economic  efficiency  or  justice  there  set  forth,  and  to  conceive 

'Bacon  said,  "An  honest  man  can  do  no  good  upon  those  that  are  wicked 
to  reclaim  them,  without  the  help  of  the  knowledge  of  evil.  For  men  of  cor- 
rupted minds  presuppose  that  honesty  groweth  out  of  simplicity  of  manners, 
and  belieying  of  preachers,  schoolmasters,  and  men's  exterior  language;  so  as 
except*  you  can  make  them  perceive  that  you  know  the  utmost  reaches  of  their 
own  corrupt  opinions,  they  despise  all  morality.  'The  fool  wiU  not  U$Un  to 
the  words  of  the  wise,  wUess  you  first  tell  him  what  is  in  his  own  hearf." 
Advancement  of  Learning,  Book  II. 

*It  has  been  concerned  with  those  fruitful  '^middle  propositions"  of  which 
Plato  speaks  in  his  Theaetetus, 
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it  with  a  certain  ^^illumination  and  largeness  of  mind,"  as  Henry 
Newman  once  said,  'Vhich  belongs  not  to  the  study,  but  to  his 
liberal  education?"^  Or  does  he  come  inquiring  how  some  ideal 
of  conduct,  bom  of  his  cultural  studies,  may  be  realized  in  terms 
of  modem  professional  life?  It  is  greatly  to  be  feared  that  the 
connection  between  these  two  departments  of  study  is  not  as  close 
as  it  should  be.  The  cultural  concepts  seem,  often,  to  remain  in 
a  world  apart,  after  the  fashion  of  romanticism — ^in  a  world  of 
fancy,  or  of  the  past — and  not  to  get  carried  over  as  influences 
into  the  domain  of  the  personal  ambitions,  and  so  to  become  ef- 
fective upon  conduct.  In  so  far  as  this  is  the  case,  it  is  a  defect 
calling  for  the  construction  of  a  bridging  subject,  to  elucidate  the 
significance  of  past  cultural  enthusiasms  for  present  men  of  action. 

Courses  in  Distribution 

But  there  remain  the  regular  courses  in  economics  to  take  into 
account.  These  are  the  transitional  subjects  which  now  serve  to 
connect  the  general  and  special  courses.  Do  they  bind  the  stu- 
dent's culture  and  his  technique  firmly  together,  and  give  him  a 
consistent  point  of  view,  and  the  one  likely  to  be  the  most  valuable 
for  this  generation  of  leaders  of  industry?  To  the  economist,  the 
great  affair  in  which  society  is  involved  seems  to  be,  as  for  the 
labor  leader,  pretty  exclusively  a  matter  of  the  distribution  of 
wealth,  and  of  its  control  in  the  interest  of  a  leveling  process. 

To  discuss  distribution  comes  very  naturally  to  economists,  for 
economics  has  usually  dismissed  the  productive  process  summarily, 
with  a  few  much-worn  remarks  on  the  division  of  labor,  the  rise  of 
capital  out  of  saving,  and  large-scale  production,  leaving  the 
impression  that  the  significance  of  the  process  lies  practically  in 
one  thing  only,  namely,  in  the  want-satisfying  power  of  the  pro- 
duct. It  has  then  turned  with  relish  to  the  detailed  examination 
of  the  mass  movements,  and  the  general  balancing  processes,  which 
determine  the  division  of  the  product  into  rent,  wages,  interest, 
and  profits.  And  so  our  science  seems  to  rush  eagerly  on  to  reach 
the  question,  "What  is  there  in  it  for  me?"  which  it  asks,  chiefly, 
of  a  complex  of  impersonal  forces,  over  which  individual  will  has 
little  control. 

When  a  person  asks  this  question,  "What  is  there  in  it  for  me?" 
what  inference  do  we  draw?  Do  we  not  assume  that  the  process, 
with  its  possible  perfection,  is  overlooked,  and  that  the  interest  has 

*Tk4  Idea  of  a  UniverHty,  Discourse  VII,  6. 
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run  on  to  the  end  or  reward?  What  is  the  standing  of  this  atti- 
tude in  the  arts  and  professions?  Overemphasis  of  results  means 
contempt  for  the  process.  A  neglected  process  is  a  miserable  one. 
A  miserable  process  increases  desire  for  results,  until  it  becomes 
an  anxiety  or  a  greed,  measuring  in  its  intensity  the  extent  to 
which  one  has  been  cheated  of  the  fuUness  of  life,  during  the 
process. 

Many  years  ago,  John  Ruskin,  one  of  the  most  sensitive  of 
minds  to  the  (disharmonies  of  the  social  order,  said,  ''Men  have 
no  pleasure  in  the  work  by  which  they  make  their  bread,  and 
therefore  look  to  wealth  as  the  only  means  of  pleasure.*'* 

Recently,  when  Henry  James  returned  to  this  country,  with  mind 
made  receptive  to  American  impressions  by  years  of  absence,  he 
gave  us  what  he  considered  to  be  the  fundamental  formula  of 
American  life.    He  said. 

These  reflections  connect  themselves  with  the  preliminary  American 
postulate,  or  basis  for  any  successful  accommodation  of  life.  This 
basis  is  that  of  active  pecuniary  gain,  and  of  active  pecuniary  gain 
only — ^that  of  one's  making  the  conditions  so  triumphantly  pay  that 
the  prices,  the  manners,  the  other  inconveniences,  take  their  place 
as  a  friction  it  is  comparatively  easy  to  salve,  wounds  directly  treatable 
with  the  wash  of  gold.  ...  To  make  so  much  money  that  you  won't, 
that  you  don't  "mind,"  don't  mind  anything — ^that  is  absolutely,  I 
think,  the  main  American  formula.'^ 

Without  subscribing  to  this,  we  may  yet  admit  that  there  is  a  grain 
of  truth  in  it. 

Even  the  efficiency  engineer,  striving  for  a  more  scientific  temper 
in  industry,  and  realizing  the  necessity  of  friendly  relations  be- 
tween management  and  men,  rebukes  the  prevailing  overemphasis 
of  the  distributive  process.    Thus,  Mr.  Taylor  says. 

The  great  revolution  that  takes  place  in  the  mental  attitude  of  the 
two  parties  under  scientific  management  is  that  both  sides  take  their 
eyes  off  the  division  of  the  surplus  as  the  all-important  matter,  and 
together  turn  their  attention  towards  increasing  the  size  of  the 
surplus.* 

Without  in  any  way  disparaging  the  importance  of  technical 
efficiency  in  production,  or  justice  and  generosity  in  distribution, 

•Stones  of  Venice,  Ch.  VI,  **Thc  Nature  of  Gothic*' 

^  The  American  Scene,  London,  1907,  p.  836. 

•Mr.  F.  W.  Taylor,  in  Hearings  before  the  Sp.  Comni.  of  the  House  of 
Representatives,  on  the  Taylor  and  other  Systems  of  Shop  Management, 
Washington,  1912,  Vol.  Ill,  p.  1388. 
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is  not  another  point  of  view  needed?  Is  there  not  an  element  of 
industrial  leadership  which  has  been  neglected?  It  seems  to  me 
that,  by  reason  of  recent  developments  in  psychology,  hygiene, 
ethics,  et  cetera,  we  have  all  become  soisible  that  there  is  required 
a  general  readjustment  of  the  methods  of  handling  moi  in  industry, 
to  harmonize  with  the  requirements  of  human  nature. 

What  is  Industry? 

What  is  industry?  It  is  more  than  a  division  of  labor,  or  a  use 
of  capital,  or  a  production  of  goods,  or  a  distribution  of  profits. 
It  is  an  art  of  life :  its  inevitable  product  some  sort  of  character. 
It  is  a  daily  relation  of  human  beings,  who  are  richly  oidowed  with 
sensibilities,  and  who  possess  a  pathetic  capacity  for  indifference, 
shortsightedness,  and  brutality;  and  for  enthusiasm,  loyalty,  and 
sacrifice.  An  industrial  establishment  should  be  a  company  of 
brothers  banded  together  for  mutual  aid  and  the  public  good,  and 
sustaining  each  other  with  sympathy  in  a  process  of  self-ex- 
pression. The  most  significant  thing  about  industry  is  that  it  is 
a  process  of  dealing  with  human  nature.  For  men  of  talent  it  is 
chiefly  an  opportunity  for  leadership. 

What  the  military  leader  was  in  the  days  of  constant  war,  and 
the  statesman  was  in  the  period  of  the  formation  of  great  states, 
the  industrial  executive  is  in  this  commercial  age.  He  is  the  lead- 
ing exponent  of  organized  action  in  the  world.  Carlyle,  familiar 
with  the  history  of  captains  of  war,  called  our  industrial  leaders 
Captains  of  Industry,  and  said  of  them,  '^The  leaders  of  industry, 
if  industry  is  ever  to  be  led,  are  virtually  the  captains  of  the 
world;  if  there  be  no  nobleness  in  them,  there  will  never  be  an 
aristocracy  more."* 

So  a  new  power  has  appeared.  The  commimity  has  turned  to 
the  universities  to  assist  in  making  sure  that  the  administrators 
of  it  shall  be  enlightened,  but  more  than  technically  enlightened, 
shall  be  humanized.  What  then  can  the  life,  itself,  in  industry,  be 
made  through  the  best  leadership?  What  sort  of  a  Shepherd  of 
his  People,  to  use  Homer's  phrase  for  Agamemnon,  do  we  want 
the  future  business  administrator  to  be? 

Necessity  of  the  Study  of  Leadership 

Is  there  anything  more  natural  and  reasonable,  as  an  answer 
to  this  question,  than  the  suggestion  that  we  endeavor  to  discover 

•Past  and  Present,  Bk.  IV,  Ol  IV. 
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what  fine  leadership  has  signified  in  the  past;  that  we  bring  the 
wisdom  of  former  times  to  bear  upon  the  problems  of  the  present? 
But,  it  may  be  responded,  economic  leadership  of  the  present  sort 
is  recent.  It  has  little  history;  and  what  there  is  has  beai  half 
forgotten,  half  concealed.  This  may  be  freely  conceded.  It  is 
to  be  hoped  that  some  day  the  history  of  the  first  generation  of 
American  captains  of  industry  will  be  written.  Conceived  with 
imagination,  it  will  prove  as  interesting  as  the  history  of  the 
despots  of  the  Italian  Renaissance.  But,  meantime,  we  need  not 
wait  for  it.  There  is  a  long  and  fascinating  history  of  adminis* 
tration,  pertaining  to  the  work  of  great  military  leaders,  and 
statesmen,  diplomats,  reformers,  the  framers  of  ecclesiastical  pol- 
icy, and  other  prominent  ones  who  have  made  for  themselves  a 
lasting  mark  in  some  field  of  the  domain  of  organized  action.  In 
these  lines  of  human  affairs  we  can  find  the  publicity  of  details 
essential  to  the  judgment  of  actions.  Each  line  will  serve  to  bring 
certain  things  most  clearly  to  view:  each  will  stress  certain  vir- 
tues, or  unmask  certain  faults.  Each  will  bring  us  into  stimulating 
contact  with  a  separate  group  of  forceful  personalities. 

But  it  may  again  be  objected  that  these  are  different  fields  of 
leadership,  and  that  the  results  of  experience  cannot  be  carried 
over  from  one  to  the  other.  It  is  true  that  there  are  differences 
in  climate,  and  language,  and  country,  and  period.  In  war  the 
use  of  artillery  involves  a  different  combination  of  the  laws  of 
physics  and  chemistry  from  that  of  the  machine  in  industry.  This 
would  be  important  if  we  had  in  view  courses  in  applied  physical 
science.  Likewise,  it  may  be  urged  that  political  action  is  not 
restrained  by  the  cost  of  production,  in  the  sense  that  normal  in- 
dustry is;  and  that  its  results  cannot  be  promptly  evaluated  or 
liquidated,  to  facilitate  a  turn-over.  This  would  be  pertinent  if 
we  had  in  view  courses  in  the  administration  of  values;  such  as 
accoimting,  appraising,  financing,  and  investing.  But  these  ob- 
jections do  not  hold  when  we  have  in  view  the  study  of  business 
administration,  as  the  art  of  handling  men.  Here  the  subject- 
matter  is  human  nature.  The  administrator  in  whatever  sphere 
he  works  has  to  judge  men,  and  understand  how  judiciously  im- 
posed responsibilities  develop  them,  and  how  dangerous  failure  is 
to  them.  He  has  to  safeguard  against  the  same  human  defects 
of  ill-will,  selfishness,  and  despondency ;  and  he  places  reliance  on 
the  same  factors  of  ambition,  intelligence,  and  stability  of  character. 

Xenophon  reports  for  us  a  conversation  between  Socrates  and 
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a  disappointed  candidate  for  military  office,  in  which  Socrates 
pointed  out  that  the  qualities  essential  to  good  generalship  are 
employed  by  the  merchant  who  is  able  to  collect  a  stock  of  goods, 
by  the  leader  of  a  chorus  who  finds  competent  teachers,  and  *by 
the  manager  of  a  household  who  successfully  governs  the  move- 
ments of  a  body  of  workmen  and  slaves.  At  the  conclusion  of  the 
discussion  Socrates  pointed  out  that  there  was  in  all  these  matters 
a  central  art  of  managing  men.    He  said : 

The  conduct  of  private  affairs  differs  from  that  of  public  concerns 
only  in  magnitude ;  in  other  respects  they  are  similar^  but  what  is  most 
to  be  observed  is  that  neither  of  them  is  managed  without  men^  and 
that  private  matters  are  not  managed  by  one  species  of  men^  and  public 
matters  by  another;  for  those  who  conduct  public  business  make  use 
of  men  not  at  all  differing  in  nature  from  those  whom  the  managers 
of  private  affairs  employ;  and  those  who  know  how  to  employ  them 
conduct  either  public  or  private  affairs  judiciously^  while  those  who 
do  not  know  will  err  in  the  management  of  both.^^ 

Administration  as  a  Theme  in  Culture  Courses 

It  may  still  be  objected  that  it  is  unnecessary  to  make  a  special 
effort  to  analyze  the  relationships  involved  in  joint  action,  for  the 
benefit  of  the  industrial  leader,  since  it  is  the  object  of  courses  in 
literature  and  history  to  deal  with  the  most  inspiring  manifesta- 
tions of  human  faculty,  by  virtue  of  which  we  call  them  humanities. 
I  should  be  very  happy  to  think  that  the  stirring  story  of  leader- 
ship was  not  being  hidden  from  the  student's  attention  by  philol- 
ogy and  archaeology  and  literary  criticism  and  the  treatment  of 
history  as  a  commentary  on  theories  of  sovereignty  and  other 
intervening  viewpoints.  But  I  fear  that  this  story  is  not  being 
made  a  transforming  power  in  the  minds  of  present  college  men. 

But  even  if  teachers  of  business  administration  have  the  good 
fortune  to  work  in  harmony  with  the  humanities,  they  are,  never- 
theless, in  a  position  to  perform  a  particular  function.  They  can 
give  a  special  point  to  the  history  of  joint  action.  They  can 
deduce  rules  of  administration,  and  present  them  as  matters  ap- 
plicable to  the  present-day  business  executive.  Furthermore,  they 
have  the  opportimity  to  deduce  the  best  methods  and  reveal  the 
most  inspiring  aims,  and  yet  remain  entirely  free  from  suspicion 
of  cant  or  professional  bias.  It  will  be  recognized  that  they  are 
not  obliged  to  point  a  moral,  as  teachers  of  ethics,  nor  magnify 
an  historical  character,  as  a  specialist  on  some  historical  period 

*•  Mtmorahilia,  (J.  S.  Watson),  Bk.  Ill,  Ch.  IV. 
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riding  his  hobby,  but  that  they  bring  forward  these  things  because 
they  make  for  efficiency. 

AfTangement  of  Materials 

The  material  of  courses  devoted  to  the  human  nature  of  joint 
action  may  be  grouped,  either  with  the  object  of  bringing  out  most 
prominently  the  personality  of  individual  leaders,  or  witii  the 
main  purpose  of  elucidating  the  principles,  one  by  one.  Best  of 
all,  perhaps,  is  some  compromise  plan  of  taking  up  one  principle 
at  a  time  and  elucidating  it  by  a  single,  carefuUy-studied,  and 
fully-presented  episode  from  the  life  of  a  great  administrator. 

Study  of  Individual  Leaden 

The  first  arrangement,  which  aims  to  bring  personality  into 
view,  has  the  advantage  of  interest  and  an  atmosphere  of  reality. 
Individual  example,  which  transcends  every  other  influence  upon 
conduct,  is  brought  into  play.  To  raise  the  ghost  of  past  leaders, 
throws  the  present  administrator  into  historical  perspective  as  a 
spiritual  heir,  upon  whom  rests  a  mandate  not  to  disgrace  the 
succession.  It  is  as  if  the  student  who  is  looking  forward  to  a 
career  as  an  executive  were  taken  into  a  gallery  containing  the 
portraits  of  his  ancestors  and,  hearing  tales  of  their  heroism,  were 
fired  to  dedicate  himself  to  a  like  chivalry. 

Reviewing  the  lives  of  administrators,  we  may  perceive,  in  such 
a  man  as  Napoleon,  an  astonishing  mastery  of  detail,  coupled  with 
weakness  in  demanding  too  rigid  an  obedience  from  his  marshals, 
and  in  tolerating  no  advisors  of  independent  mind  at  his  court. 
Unshakeable  decision  may  be  seen  in  Lincoln,  while  in  the  pages 
of  Guicciardini  we  may  read  of  the  fatal  irresolution  of  Clement 
the  Seventh.  Of  Lincoln  it  is  said,  '^He  was  never  known  to  offend. 
On  the  other  hand,  he  was  never  known  to  give  in  on  an  essential 
point."*^  Could  we  find  a  better  starting  point  for  the  study  of 
diplomacy — ^there,  and  in  the  candor  of  Lincoln's  secretary,  John 
Hay? 

For  the  effects  of  concentration  upon  principal  aims  we  may 
review  the  life  of  Grant,  which  seems  to  have  been  framed  on 
Bacon's  advice,  ^^Go  through  with  that  which  is  in  hand,  and  in- 
terlace not  business,  but  of  necessity"^^ ;  while  Lord  Brougham*' 

^Rose  Stninsky,  Abraham  Lincoln,  N.  Y.,  1914,  p.  395. 

"  '«Of  Great  Place." 

^Lord   Henry   Brougham,   1778-1868. 
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will  provide  the  picture  of  scattered  energies.  On  compromise  and 
the  middle  course  Sir  Henry  Savile  can  teach  us;  while  Chatham 
will  serve  as  an  illustration  of  a  statesman  ready  for  extreme 
measures.  In  Robert  £.  Lee  we  may  observe  the  function  of  re- 
ligious faith  in  easing  the  mind  of  anxiety,  after  duty  is  per- 
formed. Efficiency  in  defeat  may  be  illustrated  by  Wolsey's 
extraordinary  fertility  of  invention,  Richelieu's  power  of  making 
the  most  of  all  circumstances,  Mazarin's  cool  objective  temper, 
and  Beaconsfield's  courage. 

If  we  wish  to  study  the  talents  which  reveal  themselves  in  speed 
of  execution,  there  is  the  story  of  Sir  Hairy  Vane's  construction 
of  the  English  navy  under  Cromwell,  while  the  philosophy  of 
judicious  delays  extends  from  Fabian  to  Joffrey.  On  the  choice 
of  men  Cromwell  gives  us  the  grand  test  of  moral  force,  saying, 
*^I  raised  such  men  as  had  the  fear  of  Grod  before  them,  and  made 
some  conscience  of  what  they  did,  and  from  that  day  forward, 
I  must  say  to  you,  they  were  never  beaten.  .  .  .  And  truly  this 
is  matter  of  praise  to  Grod,  and  it  hath  some  instruction  in  it,  to 
own  men  who  are  religious  and  godly." 

If  we  would  learn  how  proper  limits  may  be  set  to  effort,  there 
is  the  history  of  Frederick  the  Great,  who  never  overreached  him- 
self, while,  contrariwise,  in  the  policy  of  Laud  and  Strafford, 
denominated  by  the  word  "thorough,"  and  in  the  answering  "root 
and  branch"  of  the  Parliamentary  leaders,  we  may  observe  the 
stem  virtue  of  avoiding  half  measures  overstepping  practical 
limits. 

In  Wellington's  career  we  may  trace,  working  together  with 
immense  capacity  and  devotion,  the  results  of  aloofness,  and  indis- 
criminate praise  and  blame,  and  finally,  in  his  political  life,  intol- 
erance; while  Julius  Caesar,  that  predecessor  whom  he  resembled 
in  arms,  challenges  our  admiration  for  his  art  of  making  common 
cause  with  his  men,  his  astonishing  power  of  searching  out  and 
rewarding  those  who  deserved  praise,  and  his  leniency  where  the 
motives  of  his  opponents  were  honorable. 

The  Study  of  Principles 

The  advantage  of  arranging  material  for  the  student,  with  the 
chief  object  of  bringing  out  the  principles  of  joint  action,  is  that 
with  such  a  plan  the  way  is  opened  for  the  introduction  of  pre- 
cepts from  the  wisdom  literature,  gems  of  advice  from  the  maxim 
writers,  the  discussions   of  strategy,   the  rules  of  investigation 
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which  constitute  the  scientific  method,  together  with  facts  from 
psychology,  and  postulates  from  ethics.  By  this  arrangement  of 
the  subject,  greater  stress  is  put  upon  the  reasoning  involved. 
The  student  becomes  accustomed  to  trace  analogies  between  activi- 
ties of  diverse  kinds,  and  to  formulate  the  general  or  pure  princi- 
ples common  to  those  activities.  While  the  results  are  not  so 
vivid  as  in  the  other  arrangement,  they  tend  to  be  left  in  the 
student's  mind  in  a  more  clear-cut  and  compact  form,  apt  for 
ready  use,  somewhat  as  a  creed  or  code  of  action. 

Of  the  many  principles  of  administration,  which  ofTer  themselves 
for  inculcation,  but  a  word  or  two  can  be  said.  What  may  be 
called  the  mechanics  of  organization  will  involve  the  definition  and 
distribution  of  authority  and  responsibility,  including  the  neces- 
sary distinctions  between  planning  and  execution,  and  between 
general  matters  and  details.  It  will  aim  at  the  adjustment  of 
capacity  to  function,  and  the  establishment  of  control  through 
standards,  sequences,  and  schedules,  with  individualized  orders 
and  records,  tasks  and  rewards.  These  various  steps  combine  to 
bring  into  existence  a  group  of  agencies,  coordinated  to  mutual 
functioning,  and  taking  the  form  of  a  system,  including  every 
individual  and  operation,  and  providing  an  avenue  for  the  down- 
ward passage  of  ideas  associated  with  initiative  and  the  upward 
movement  of  facts  connected  with  response. 

When  attention  is  turned  to  questions  of  policy,  the  student 
will  find  his  energies  awakened  by  the  fascinating  variety  and  the 
sobering  depth  of  significance  of  the  subject.  What  are  the 
various  types  of  discipline  which,  in  all  degrees,  from  mere  in- 
stinctive obedience  up  to  the  most  intelligent  loyalty,  have  ever 
been  relied  upon  to  insure  response  to  constituted  authority?  In 
what  proportions  are  confidence  in  leadership  and  confidence  in  the 
cooperation  of  comrades  blended  in  discipline?  In  coordinating 
various  agencies,  what  is  the  applicability  of  the  rule  that  only 
factors  of  analogous  degrees  of  excellence  should  be  united?  "No 
man  seweth  a  piece  of  new  cloth  on  an  old  garment."  And  what 
are  the  limits  of  the  counsel  that  the  manner  of  a  part  must  con- 
form to  the  manner  essential  for  the  whole? 

What,  likewise,  are  the  limits  of  the  policy  of  preliminary  pre- 
paration, of  which  the  German  army  has  again  given  the  world  a 
striking  illustration?  It  is,  undoubtedly,  a  prime  means  of  storing 
up  a  portion  of  the  current  energy  of  an  organization  for  concen- 
trated delivery  at  a  future  time.     But  what  of  the  saying  of  Fit- 
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ticus,  ^^Only  power  reveals  the  man";  an  idea  more  explicitly 
expounded  by  Louis  XIV  to  his  son^  when  he  said,  **The  hi^er  the 
position,  the  more  it  has  objects  that  cannot  be  seen  or  known  until 
we  occupy  it."  Again,  there  is  a  connection  between  prelimihary 
preparation,  with  its  tendency  toward  a  fixed  objective,  and  the 
disregard  of  small  incidental  successes.  The  value  of  the  latter 
Sir  Walter  Raleigh,  having  in  mind  the  uncertainties  of  fortune, 
emphasized.'  In  yet  another  direction  preliminary  preparation 
bears  upon  the  policy  of  seizing  the  initiative,  for  it  has  been  well 
said  that  one  can  only  plan  specifically  for  what  he  himself 
initiates. 

When  we  have  as  great  a  respect  for  human  nature  as  for  the 
nature  of  machines,  and  the  value  of  products,  we  shall  want  the 
administrator  to  understand  the  character  of  attention  and  the 
significance  of  pleasure  in  work.  If  the  time  ever  comes  when  what 
is  now  accepted  as  established  in  psychology,  concerning  the  condi- 
tions under  which  human  talents  find  efficient  expression,  becomes 
accepted  in  industry  there  will  be  a  great  revolution.  The  nature 
of  many  tasks  will  be  changed,  and  the  method  of  presenting  tasks 
will  be  changed.  The  waste  of  monotony  and  the  debilitating  effect 
of  divided  attention  is  well  understood  in  education.  So  also  is  the 
significance  upon  conduct  of  a  deep-seated  sense  of  injustice, 
understood  in  penologj. 

We  call  this  the  age  of  competition,  but  do  we  realize  what  can 
be  achieved  through  the  instinct  to  excel?  The  Athenians  had 
competitions  betweoi  potters  and  painters  and  sculptors,  and 
athletes  and  dancers  and  choruses,  and  rhetoricians  and  dra- 
matists;^^ and  by  this  means  they  gave  themselves  an  amazing 
variety  of  interests  and  sources  of  pleasure. 

The  fascination  of  junctures  of  socialized  achievement^^  for 
the  human  mind,  and  the  energy  developed  by  the  anticipation 
and  recollection  of  them,  is  annually  illustrated  on  the  college 
football  field.  There  is  no  doubt  but  that  two  of  the  most  sugges- 
tive forms  of  human  activity  which  industrial  leaders  can  now  study 

^See  W.  S.  Ferguson,  Greek  ImperiaUem,  pp.  SShSO. 

^"^he  highest  eiBdency,  whether  in  industries^  or  in  the  pursuit  of  knowl- 
edge and  truth,  must  always  be  the  result,  not  of  utilitarian  motives  or  routine 
processes,  but  of  gregarious  idealism  and  human  passions."— Pres.-Emeritus 
Chas.  W.  Eliot,  The  Independent,  Nov.  13,  1914. 

^*'Work  which  in  itself  causes  delight  is  executed  as  perfectly  as  possible. 
If  genius  is  sjnonjmouB  with  lore,  then  the  mode  of  action  of  the  man  of 
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are  art  and  aport.'^    Both  exceed  industry  in  evoking ~^^^^ 
yet  re-creating  it ;  both  are  rich  in  pleasure,  in  which  industry  is 
poor. 

Contrast  industry  and  football.  In  industry,  for  the  subordi- 
nate, at  least,  we  provide  no  audience  to  make  his  achievetneiit  a 
social  thing;  we  suppresB  the  Bcore  until  the  end  of  the  month  or 
year  and,  to  follow  the  analogy  a  step  farther,  we  arrange,  with 
perverse  magic,  that  at  each  play  the  ball  shall  pass  out  of  sight 
into  the  next  shop  or  office,  so  that  each  player  sees  but  a  fragment 
of  the  game. 

The  root  of  power  is  the  instinct  to  create  some  complete  thing. 
The  act  of  creating  is  the  effort  to  give  expression  to  our  pleasure, 
and  lasting  form  to  the  source  of  it.  If  anything  so  rich  in  en- 
thralling climaxes  of  socialized  action  as  sport  agrees  with  human 
nature,  what  can  be  said  of  the  psychology  of  that  kind  of  in- 
dustrial administration  which  substitutes  the  idea  of  serving  for 
that  of  creating,  and  which  takes  away  pleasure  and  leaves  in  its 
place  only  pay. 

Every  man  has  a  right  to  a  normal  incentive.  A  normal  in- 
centive is  composed  not  only  of  fair  pay  and  promotion,  but  a 
conviction  of  the  importance  of  the  thing  done  and,  meanwhile,  the 
pleasure  of  achieving  some  superior  method  or  art  connected  with 
the  doing  of  the  work,  and  which  gives  to  the  process  of  self- 
expression  involved  exultation,  or  the  quality  of  a  triumph.    There 

genius  will  consist  in  doing  wliat  he  does  with  bU  his  soul,  with  a  complete 
devotion  to  the  work  itself,  be  it  what  It  maf.  The  narrow-minded  man  is 
astonished  at  what  is  apparentl]'  child's  play  to  the  genius,  and  does  not  see 
that  it  Is  in  point  of  fact  somewhat  of  the  nature  of  play,  since  the  man  of 
genius  take^  pleasure  in  the  work  for  Itself  and  the  actual,  practical  purpose 
falls  more  into  the  background.  Anything  done  merely  because  it  gives 
pleasure,  an  act  performed  solely  for  its  own  sake,  we  call  play;  so  that, 
however  strange  it  may  sound,  the  more  a  man's  whole  heart  is  In  what  he 
does  and  the  more  objective,  disinterested,  inspired  by  genius  a  man  is  In 
liis  oction,  the  more  will  it  acquire  the  nature  of  play,  or  fret  activity,  tA« 
aim  or  idta  of  vihich  it  c*nterid  m  ili«lf. 

"The  more  a  man,  on  the  other  hand,  looks  to  what  he  hopes  to  attain  by 
his  work,  tiie  pecuniary  profit  it  may  yield,  the  satisfaction  of  his  vanity, 
and  similar  ends,  the  less  importance  will  he  attach  to  the  work  itself,  the 
greater  will  be  the  dislike  combined  with  the  performance  of  it,  and  the  more 
Imiperfectly  will  it  be  executed."  Merman  Ttirck,  The  Man  of  Oaniut, 
Sehwerin  i.  M.,  1914,  Ch.  3,  "Conduct  In  Practical  IJfe."  pp.  S3-i4. 

To  increase  the  element  of  pleasure  In  industry  will  be  to  bring  Industry 
more  nearly  Into  Aristotle's  category  of  things  which  are  liberaL  See, 
RhttoHe,  I.  S. 
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is,  then,  a  calculus  of  j»or;al  jfenim^jts  intimately  interlaced  with 
all  eeoniHnic  study.    Preeident-Eimeiitus  Eliot  has  said. 

The  real  motive  power  in  every  hmnan  life,  and  in  all  national  life, 
is  sentiment;  and  tbe  highest  efficiency  cannot  be  produced  in  any 
human  beij^g  unless  his  whole  character  and  his  whole  activity  :be 
dominated  by  some  sentiment  or  passion.^^ 

Likewise  William  James  says, 

There  is  sivnething  which  can  make  you  efficient  in  spite  of  your 
untrustworthy  memory  and  your  wandering  niind,  and  that  spmetfiing 
is  passion  for  your  work.^' 

In  accord  with  this  Mr.  Maude,  an  En^^h  military  expert,  ^ays, 

The  man  who  would  fit  himself  fi^r  the  highest  commands  in  war, 
or  even  for  the  criticism  of  those  who  exercise  them,  must  never. foi^ 
one  moment  forget  that  the  momentary  spirit  of  the  mass  he  directs 
is  the  fundamental  condition  of  the  success  of  every  movement.  Just 
as  there  is  no  movement  so  simple  that  its  success  may  not  be  jeopard- 
ized by  ill-will  and  despondency  in  execution,  there  is  hardly  any 
limit  to  what  willing  men  can  achieve.^' 

The  conclusions  here  quoted  are  very  similar  to  those  at  which 
the  leaden  of  scientific  management  have  arrived. 

Time  fails  to  speak  of  understudies,  and  of  the  arrangement  of 
men  in  promotion  chains,  of  cabinets  and  committees,  of  the 
means  of  giving  to  pdicy  proper  flexibility,  of  the  function  of 
compromise,  of  the  many  fine  rules  of  diplomacy,  and  of  the 
democratic  theory  that  those  pleasures  are  greatest  which  are 
shared. 

Literature. 

The  literature  of  administration,  considering  the  sense  in  which 
administration  is  here  used,  is  extensive.  First  of  all,  there  is 
biography,  infinite  in  amount,  from  ancient  Plutarch'^  to  modem 
Bradford,**  writing  of  Lee,  the  American,  and  varying  in  quality 
from  the  stem  stuff  which  came  from  under  the  heavy  hand  of 
Carlyle,**  to  the  light  workmanship  of  La  Bruyire*'  and  Sainte- 

^  Eliot,  C^  BdMcatian  for  Bfideney  and  the  New  DefMHon  of  the  Cultured 
Man.    N.  Y.,  1909,  p.  97. 

"^  James,  Wm.,  Habit,  N.  Y.,  1914. 

'Maude,  F.  N.,  Article  ••Strategy,*'  Encyc.  Brit,  11th  Ed. 

*Lw€$,  Boston,  1909;  Political  Precept*,  Boston,  1906. 

"Bradford,  G.,  Lee,  the  American,  Boston,  1919. 

•Especially,  "History  of  Frederick  II  of  Prussia";  and  ••On  Heroes."  See 
Works,  Centenary  Edition.    SO  Vols.,  N.  Y.,  1896-1901. 

^La  Bruy^re,  Jean  de.  The  Morale  and  Manmere  of  the  XVII  Century; 
Being  the  Characters  of  La  Bruyhre,    Trans,  by  Helen  Stott,  London,  1890. 
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Beuve.**  For  the  study  of  benevolent  tyrants  (or  the  benevi 
study  of  tyrants)  there  are  Mommsen's^^  chapters  on  Sulla  and 
Julius  Caesar,  For  the  role  of  intuition  as  an  aid  to  leadership, 
there  is  Monypcnny's  Disraeti.'^^  For  tenacity  of  purpose  there  is 
Thayer's  Cavour.^'^  It  is  well  to  seek  out  the  great  analyzers  of 
human  motives,  such  as  Samuel  Johnson,  Bacon,  Bulwer,  Goethe, 
and  Emerson. 

The  philosophy  of  joint  action  may  be  found  in  the  wisdom 
literature,  extending  from  Proverbs  to  Bacon's  Advancement  of 
Learning.  There  is  much  of  it  in  such  maxim  writers  as  La 
Rochefoucauld^^  and  Chamfort,^*  as  well  as  in  the  aphoristic  para- 
graphs of  Goethe^"  and  Schopenhauer.'^  Besides  these,  there  are 
pertinent  treatises  by  lesser  men  not  to  be  overlooked,  such  aa 
Sir  Waller  Raleigh's  Cabinet  Cov/ncil,^^  John  Foster's  Decision 
of  Characler,^^  Lecky's  Map  of  Life,^*  and  Sir  Arthur  Help's 
Essays.^^ 

The  early  literature  of  political  science,  before  modem  constitu- 
tions so  greatly  hedged  the  executive  about,  is  suggestive.  And 
especially  thought-provoking  is  the  literature  of  the  Renaissance, 
when  the  principles  of  politics  were  in  such  a  formative  and  unreo 
onciled  state  as  the  principles  of  business  administration  are  now. 
And  here  there  is  particularly  to  mention  the  writings  of  Machia- 
velli.""    It  is  well  to  accompany  the  study  of  the  products  of  thi» 

»•  Sainte-BeuTP,  C.  A„  Portraits  of  the  XVJI  Cfnlvry.  Trans,  by  K.  P. 
Wormeley,  9  Vols.,  N.  Y.,  1904.  Porlraiti  of  tha  XVIll  Century.  Truis, 
by  K.  P.  Wormeley  and  G.  B.  Ives,  3  Vols.,  N.  Y.,  1905. 

*  Mommsen,  T„  HUlory  of  Roms.  Trans,  by  W.  P.  Didcson,  &  Vols,  N.  T, 
1903.    "On  Caesar."    Bk.  V,  Ch.  XI.    "On  Sulla."    Bk.  IV,  Ch.  X. 

"Monypenny,  W.  P.,  The  Life  of  Benjamin  DtiratU,  Bari  of  Beaeonrfitid, 
London,  3  Vols.,  ISIO-U    (Vol.  3  by  G.  E.  Buckle). 

"Thayer,  W.  R.,  The  Life  and  Timea  of  Catoar.    2  Vols.,  Boston,  1911. 

'La  Rochefoucauld,  F.  Due  de,  Re/lectioTu  or  SenUacei  and  Moral 
N.  Y.,  laoo. 

"Chanifort,  S.  R.  N„  Haximei  et  Peniiei  Morales,  Paris,  1893. 

■Goethe,  J.  W.,  The  Maxima  and  Beflectiom  of  Qoalhe,  Trans,  by  T.  B, 
Saunders,  N.  Y.,  1S93. 

■Schopenhauer,  A.,  The  Wiidom  of  Life,  Trans,  by  T.  B.,  Saunders,  Loi*. 
don,  1909.    Coin««i»  and  Maximt,  Trans,  by  T.  B,  Saunders,  N.  Y.,  1899. 

■Ralelg^  Sir  W.,  The  Cabinet  Council  (in  Works),  Vol.  8,  Onford,  18S9. 

"  Foster,  John,  On  Deciiion  of  Character,  N.  Y.,  1875. 

"Lecky,  E.  W.,  Map  of  Life:  Conduct  and  Charaeter,  N.  Y.,  1B99. 

"  Helps,  Sir  A.,  Eiiaye  Written  in  the  Intervale  of  Bueineii,  London,  1690, 

"  Machlavelli,  N.,  The  Prince,  Trans,  by  N.  H.  Thomson.  Oxford,  18W. 
Diteourtet  on  the  Firtt  Decade  of  Titue  Livive,  Trans,  by  N.  H.  TbomMa^ 
London,  1SS3. 
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penetrating  mind  with  the  explanations  of  Morley,*''  Villari,'^ 
and  Lord  Acton.'* 

Military  science  deserves  careful  attention,  for  it  is,  at  present, 
the  most  highly  developed  branch  of  administration,  with  the  pos- 
sible exception  of  political  science.  It  differs  from  the  latter  in 
that  little  sacrifice  of  efficiency  has  been  tolerated  for  the  sake  of 
democratic  distribution  of  power.  The  emphasis  which  this  litera- 
ture places  on  the  rugged  virtues  imparts  to  it  something  of  the 
strength  of  soul  of  the  classics.  The  great  work  in  this  field  is 
that  of  General  Earl  von  Clausewitz,  the  Father  of  Grerman 
Strategy.  It  bears  the  simple  title  On  TFar.*®  The  writings 
of  the  officers  of  the  general  staffs^^  of  Grermany,  England,  and 
France  constitute  a  reliable  body  of  professional  treatises,  the 
general  tone  of  which  is  surprisingly  broad  and  philosophical. 

To  offset  the  infiuence  of  studies  in  strategy,  the  student  may 
turn  to  the  literature  of  art,  especially  of  that  portion  of  it  which 
considers  art  as  a  phase  of  self-expression,  and  as  a  source  of 
pleasure  in  work.  Here  two  names  suggest  themselves  to  us  at 
once :    John  Ruskin^'  and  William  Morris.^' 

It  is,  of  course,  unnecessary  to  make  particular  reference  to  the 
literature  of  personal  efficiency,  psychology,  and  scientific  manage- 
ment. 

Conclusion. 

The  project,  then,  which  I  would  urge  upon  teachers  of  econom- 
ics and  business  administration,  in  our  colleges  and  universities,  is 
to  regard  the  business  leader  not  merely  as  a  ruler  of  matter  and 
force,  or  as  a  calculator  of  value  relations,  but  as  a  leader  of  his 

"  Morley,  J^  MachiavslU,  London,  1807. 

»  VUlari,  P.,  Life  and  Time*  of  Niceolo  MachiavelU,  Trans,  by  Linda  Villari, 
N.  Y^  1898. 

*  Acton,  Lord  (J.  E.  £.  Dalberg),  Introduction  to  L.  A.  Bard's  Edition  of 
71  Principe,  Oxford,  1891.  Mr.  Burd's  Introduction  may  also  be  read  with 
profit,  as  well  as  his  chapter  (VI),  ''Florence  II,  Machiayelli,"  in  VoL  I,  of 
Tks  Cambridge  Modem  Hiitory,  Cambridge  (Eng.),  1902. 

''▼on  Clausewitz,  Gen.  Karl,  On  War.  Trans,  by  CoL  J.  J.  Graham,  3  Vols., 
London.  1908. 

^See  the  works  of  F,  N.  Maude,  S.  F.  R.  Henderson,  and  S.  Wilkinson. 
Translations  may  be  had  of  certain  works  of  Freiherr  C.  Ton  der  Goltz,  Lieut.- 
Gen.  R.  Ton  Caemmerer,  Gen.  H.  K.  C.  yon  Schellendorif,  and  of  CoL  Vachee. 

*  Ruskin,  J.,  Stonee  of  Venice,  N.  Y.,  1897,  especially  Ch.  VI,  ••On  the  Na^ 
ture  of  Gothic." 

*  Morris,  Wm.,  Hopee  and  Fears  for  Art,  N.  Y.,  1901.  Signt  of  Changs, 
N.  Y.,  1903. 
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fellowmen.  And  tiiis,  not  albile  Wxtii  refertsuce  to  the  leiMire  and 
wealth  won  from  Industry,  but  in  the  life  of  indu£(tt^  itae£f.  Hie 
evolution  of  technique  is  cMstantly  putting  new  ifiatMiitlclitaiities 
into  the  hands  of  executSv«6^;  $L  point  niotablei  for  exatAple,  in  cdki- 
nection  witli  scientifle  managedkttit.  New  power  alwayr  raitiBS 
questions^  of  the  prfciper  r^traints  of  miethdd,  and  Hbe  idtimate 
ends.  By  making  a  In^ad  study  of  methods  and  endi^  M'  ihej 
hAve  shaped'  themefelveff  in  the  hands  of  ilie  World^s  leadinrtf  in 
vkricms  lines  of  joint  dfoi^t,  stiidents  Will'  be'  Mcouraged'  to*  mnge 
more  boldly  up  and  down  ilie  World  of  tiiought^  in  S€M*eh  of  tbeSr 
inVellecttial  fbod.  To  industry  will  be  given  a  new  significancse'  (rf 
history  and  tradition,  while  the  rdatibn^ps  which  knit  it  in  wilb 
th^  otii^  portions  of  society's  orgiBuiized  effort  will  be  mnltipUed. 


EDUCATION  AND  INDUSTRIAL  BFPICEENCY=— 
DISCUSSION 

H.  L.  Gantt:  Professor  Jones's  paper  U  of  e^reme  impor- 
tance, because  (1)  he  has  demoDstrated  the  fact  tJiat  such  general 
principles  esist;  (2)  he  has  ^aphasized  the  great  importance  of  in- 
dustrial leadership,  a  subject  that  has  never  publicl;  received  the 
attention  which  it  deserves;  (3)  he  has  urged  teachers  of  economics 
and  business  administration  to  regard  the  industrial  manager  not 
only  as  a  ruler  of  matter  and  force,  but  as  a  leader  of  men.  I  shall 
discuss  these  three  points  in  order: 

1.  GeTteral  PrincipUt. — He  has  made  it  perfectly  clear  that  aa 
all  "administration"  means  directing  the  activities  of  men,  the  par- 
ticular kind  of  activity  is  incidental,  and  subject  to  general  laws. 
This  being  true,  attention  must  be  fixed  primarily  not  on  results 
but  on  methods  which  produce  results. 

To  be  sure,  many  of  our  most  wealthy  and  hence  powerful  men 
of  today  have  to  a  large  extent  ignored  methods,  demanding  only 
results.  Their  success  in  accumulating  wealth  has  been  due  in  many 
cases  not  to  proper  methods,  but  has  been  achieved  in  spite  of 
improper  ones.  In  most  cases  they  have  not  been  so  much  pro- 
ducers of  wealth  as  harvesters  either  of  the  wealth  produced  by  oth- 
ers or  of  that  wealth  which  but  a  few  short  years  ago  was,  in  this 
country,  to  be  had  for  the  taking. 

This  condition,  however,  is  rapidly  passing,  for  the  amount  of 
unappropriated  wealth  is  fast  decreasing,  and  the  tendency  of 
modem  legislation  is  to  secure  to  the  individual  the  fruits  of  his 
own  labor.  Under  such  conditions  it  is  to  be  expected  that  the 
direction  of  our  affairs  will  gradually  pass  into  the  hands  of  those 
who  most  carefully  conform  to  the  correct  principles  of  adminis- 
tration. 

It  thus  becomes  apparent  that  in  the  long  run  the  material  pro- 
ducts of  our  industries  are  not  so  important  as  the  human  product, 
for  from  this  product  will  arise  not  only  our  most  valuable  citizens, 
but  many  of  our  future  leaders,  who  in  turn  will  make  industries. 

2.  Leadenhip. — The  importance  of  leadership  has  been  |pven 
all  too  little  attention  in  the  past,  apparently  for  the  reason  that 
accidental  conditions  have  in  many  cases  been  quite  as  effective  in 
securing  wealth  as  has  leadership.  Such  opportunities,  however^ 
are  no  longer  numerous,  especially  in  our  industries*  and  a  study  of 
industrial  leadership  is  forcing  itself  upon  us. 
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Professor  Jones  has  made  elaborate  studies  of  leadership  in  Tar, 
about  which  we  have  more  exact  information  than  any  other  type 
of  leadership,  and  finds  that  leadership  in  both  war  and  industry 
are  not  only  based  on  the  same  principles,  but  are  equally  impor^ 
tant.  Just  as  war  is  the  great  training  school  for  those  who  are  to 
make  war,  so  industry  is  the  great  training  school  for  those  who  are 
to  create  industry.  Leaders  in  war  and  in  industry  hold  the  same 
relative  importance  in  their  respective  spheres.  If  this  is  the  case 
it  is  well  for  us  to  see  what  the  great  warrior  of  modem  times  has 
to  say  about  the  importance  of  leadership  in  war,  and  thus  arrive 
at  some  appreciation  of  the  importance  of  leadership  in  industry. 
Napoleon  said: 

In  war  men  are  nothing;  it  is  the  man  who  is  everything.  The  gen- 
eral is  the  head,  the  whole  of  an  army.  It  was  not  the  Roman  army 
that  conquered  GanI,  but  Caesar;  it  was  not  the  Carthaginian  army  that 
made  Rome  tremble  in  her  gates,  bnt  Hannibal;  it  was  not  the  Mace* 
donian  army  that  reached  the  Indus,  but  Alesander;  it  was  not  the 
French  army  that  carried  the  war  to  the  Wester  and  the  Inn,  but 
Turenne ;  it  was  not  the  Prussian  army  which,  for  seven  years,  defend- 
ed Prussia  against  the  three  greatest  powers  of  Europe,  bnt  Frederick 
the  Great. 

The  historian  in  making  this  quotation  stated  that  Napoleon  re- 
iterated a  truth  confirmed  by  the  experience  of  successive  ages,  that 
a  wite  direction  t*  of  more  avail  than  overwhelming  numbert,  sound 
strategy  than  the  most  perfect  armament.  Similarly  in  industry, 
a  wise  policy  is  of  more  avail  than  a  large  plant,  good  manage- 
ment than  perfect  equipment. 

The  historian  goes  on  to  say: 

Even  a  professional  army  of  long  standing  and  old  traditioQa  is 
what  its  commander  makes  it;  its  character  sooner  or  later  becomes 
the  reflex  of  his  own;  from  him  the  officers  take  their  tone;  his  energy 
or  his  inactivity,  his  Sminess  or  vacillation,  are  rapidly  communicated 
even  in  the  lower  ranks ;  and  so  far-reaching  is  the  influence  of  the 
leader  that  those  who  record  his  campaign  concern  themselves  bnt 
little,  as  a  rule,  with  the  men  who  followed  him.  The  history  of  famoas 
armies  is  the  history  of  great  generals,  for  no  army  has  ever  achieved 
great  things  unless  it  has  been  well  commanded.  If  the  general  be 
second-rate  the  army  also  will  be  second-rate. 

These  facts  in  military  history  have  their  exact  counterpart  in 
industrialism,  and  the  real  problem  of  today  is  how  to  select  and 
train,  or  rather  how  to  train  and  select,  our  industrial  leaders. 

Professor  Jones  states  the  indisputable  fact  that  the  possession 
of  wealth  and,  hence,  power  does  not  necessarily  fit  a  man  for 
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leadership.  There  is  a  general  feeling,  however,  that  because  our 
industries  have  in  the  past  been  directed  in  an  autocratic  manner, 
autocracy  will  continue  to  be  the  rule,  and  that  there  is  apparently 
no  escape  from  it.  This  feeling  seems  to  be  quite  widespread  and  to 
be  substantiated  by  the  marvelous  industrial  development  of  Ger- 
many under  autocratic  rule.  While  it  is  possible  that  autocracy 
in  industry  is  the  final  stage,  I  do  not  think  the  case  is  by  any 
means  proven.  Has  not  the  development  of  industrial  or- 
ganization been  in  a  large  measure  parallel  to  the  development  of 
political  organization?  In  both  we  had  individualism,  then 
paternalism,  and  then  tribalism,  or  something  approximating  it; 
nest  we  had  autocracy.  In  our  political  organization  we  have 
icd  one  step  beyond — we,  in  this  country,  believe  in  democracy 

•and  the  great  struggle  now  going  on  in  Europe  is  largely  a 
ijoestion  as  to  whether  democracy  or  autocracy  shall  be  the  final 
phase  in  the  old  world. 

The  marvelous  efficiency  of  Germany  as  an  industrial  and  mil- 
itary nation  has  claimed  the  attention  of  the  whole  world ;  but  we 
must  realize  that  Germany  is  the  only  nation  which  has  made  any 
serious  attempt  at  national  organization  of  industry.  When,  there- 
fore, we  compare  the  industrial  organization  of  Grermany  with 
the  industrial  conditions  of  any  other  country,  we  are  not  com- 
paring one  organization  with  another,  but  a  highly  perfected 
organization  with  lack  of  organization. 

In  the  summer  of  1913  three  hundred  members  of  the  American 
Society  of  Mechanical  Engineers  visited  Germany  at  the  invita- 
tion of  the  Verein  Deutschr  Ingcmeure.  We  spent  three  weeks 
tounng  the  country  and  visited  most  of  their  great  cities,  where 
we  were  entertained  with  the  greatest  possible  hospitality  and  had 
thrown  open  to  us  many  of  their  most  successful  industrial  plants, 

We  were  much  impressed  with  what  we  saw,  and  the  universal 
prevalence  of  system  and  order  elicited  our  unbounded  admira- 
tion. When,  however,  we  came  to  the  consideration  of  the  indus- 
trial plants  as  units,  we  were  in  almost  entire  accord  that,  with 
the  exception  of  a  few  industries,  plant  for  plant,  America  had 
nothing  to  fear  from  Germany.  This  leads  us,  therefore,  to  ask 
if  autocracy  in  industry  is  not  just  as  much  a  phase  in  industrial 
development  as  we  in  this  country  consider  it  to  be  in  political 
development. 

As  a  matter  of  fact,  during  the  past  ten  years  it  has  been  roy 
effort  to  introduce  methods  of  equal  opportunity  into  industry  and 
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to  select  leaders  in  tha  most  democratic  manner  possible.  I  am 
pleased  to  say  that  the  efficiency  of  the  organization  thus  pro- 
duced has  seemed  to  be  ahnost  in  direct  proportioo  to  the  succeas 
in  introducing  democratic  methods  of  selecting  leaders. 

Too  little  work  has  been  done  in  this  line,  and  there  are  too  fewt 
results  available  to  make  any  very  strong  statements,  but  the  suc- 
cess so  far  attained  is  such  as  to  make  us  feel  that  we  are  on  the 
right  track,  and  that  the  nation  which  first  does  away  with  autoc- 
racy and  special  privilege  will  take  the  lead  in  industrialism.  The 
scientific  method  thrives  best  under  democratic  conditions,  and 
our  chance  of  getting  proper  industrial  leaders  is  far  greater  when 
we  have  a  whole  people  to  choose  from  than  if  they  are  to  be 
selected  from  any  class. 

Professor  Jones's  emphasis  on  the  fact  that  in  all  problems  of 
administration  the  most  important  element  is  the  human  element, 
compels  acceptance  of  the  democratic  idea,  for  no  manager  can 
today  attain  the  highest  ideals  unless  he  is  thoroughly  familiar 
with  all  the  elements  with  which  he  has  to  deal.  It  is  general 
experience  that  unless  men  are  studied  from  a  democratic  stand- 
point the  student  fails  to  get  a  proper  appreciation  of  the  human 
element. 

3.  Teaching  Business  Methods. — Professors  Jones's  insistence 
that  teachers  of  economics  and  business  administration  should  re- 
gard the  business  leader  as  not  only  a  ruler  of  matter  and  force, 
hut  as  also  a.  leader  of  men,  is  exactly  right. 

The  attempt  to  show  classes  results  which  have  been  obtained 
is  right,  if  these  results  Uliutrate  a  general  principle;  but  if  the 
methods  used  have  no  wnderlying  principle  to  connect  them,  they 
may  result  tn  convincing  the  student  tliat  a  system  of  matmgement 
is  simply  a  series  of  isolated  "stunts." 

This  kind  of  teaching  in  college  and  out  is  in  a  measure  respon- 
sible for  the  great  army  of  men  who  call  themselves  "efficiency 
engineers,"  many  of  whom  are  not  engineers  at  all,  but  simply 
"stunt"  peddlers.  Nevertheless  they  are  doing  some  good,  foT 
the  man  who  today  buys  a  few  valuable  stunts  at  least  learns  thait 
he  does  not  possess  all  available  knowledge,  and  may  be  led  soma 
day  to  apply  the  scientific  method  to  his  business.  Nevertheless 
colleges  should  not  cater  to  such  a  class,  which  is  already  large 
enough,  but  should  prepare  students  to  grapple  with  the  basic  in- 
dustrial problem,  namely,  that  of  becoming  so  grounded  in  the 
principles  of  administration,  which  they  can  only  do  in  industry 
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itself,  that  tfaey  may  become  the  real  industrial  leaders  of  the 
future. 

In  conclusion,  I  may  add  there  is  another  similarity  between 
war  and  industry  in  the  manner  in  which  those  responsible  for 
success  are  moat  often  hampered.  Just  as,  in  war,  nobody  denies 
that  the  military  arm  must  be  subordinate  to  the  aims  of  diplo- 
macy, so,  in  industry,  the  factory  manager  must  serve  the  needfl 
of  the  financier;  but  as,  in  war,  it  is  a  great  mistake  for  the 
diplomat  to  undertake  the  control  of  the  armies  in  the  field,  so, 
in  industry,  it  often  produces  most  detrimental  resulta  when  the 
financier  undertakes  to  usurp  the  duties  of  the  manager.  It  is 
mj  belief  that  much  of  our  inefficiency  and  many  of  our  most 
serious  industrial  troubles  are  due  to  this  very  thing. 

It  is  a  well  known  fact  that  men  who  have  power  feel  too  fre- 
quently that  they  should  themselves  exercise  it,  not  recognizing 
their  lack  of  knowledge.  We  should,  however,  not  be  too  critical 
of  such  people,  for  it  took  as  great  a  man  as  Abraham  Lincoln 
jieaidy  three  years  to  realize  that  a  trained  soldier  could  handle  the 
iea  of  the  United  States  more  effectively  than  he  could. 
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Isaac  A.  Loos :'  Wlien  T  first  saw  Professor  Jones's  paper,  en- 
titled "The  Study  of  the  General  Principles  of  Admmistration," 
I  was  gratified,  because  its  title  seemed  to  me  promise  of  a  rcco^ 
nition  of  administration  as  a  branch  of  economic  science  in  Ger- 
man fashion.  Di^  Vertoaltvngdehre  is  as  much  a  branch  of  ecoit- 
omic  science  as  is  Fmanawisaentchaft. 

But  on  reading  through  the  paper  I  have  not  found  any  attempt 
to  iclate  administration  systematically,  or  even  consciously,  to 
econoinics.  I  believe,  however,  that  we  must  regard  administra- 
tion as  a  branch  of  economic  science  just  as  we  usually  regard 
finance  as  a  branch  of  economics.  We  should,  morever,  make  the 
twofold  distinction  between  administration  as  public  and  private, 
joat  as  we  distinguish  between  public  finance  and  private  finance. 
The  great  principles  underlying  public  and  private  finance  on  the 
one  hand,  and  public  and  private  administration  on  the  other 
hand,  are  the  same  in  each  case.  When  public  officers  get  too 
far  away  from  those  common  principles  underlying  both  public 
and  private  finance  and  administration,  signs  of  corruption  or 
perversion  of  the  functions  of  public  office  appear ;  political  incom- 

'  Not  read  at  the  mKtiBg. 
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petence  and  inefEciency  displace  or  replace  economic  competenoe 
and  efficiency. 

Administration  is  undoubtedly  a  branch  of  economic  science, 
and  a  part  of  the  historical  development  of  economics.  For  the 
first  broad  recognition  of  this  fact  we  must  turn  to  the  cam- 
eralists.  In  the  writings  of  Justi  and  Sonnenfels,  for  example, 
we  may  find  principles  of  administration  elaborated  as  well  a* 
principles  of  finance. 

Wherever  we  have  a  high  degree  of  economic  organization  in 
public  or  private  economy,  there  we  have  a  theory  and  an  art  of 
administration.  A  scienti6c  study  of  economic  history  will  de- 
monstrate this  proposition. 

Administration  must  be  related  to  economics  both  in  its  gener- 
alized and  specialized  aspects.  In  its  general  aspects  administra- 
tion must  be  related  to  economics  both  through  a  course  in  general 
economic  history  and  through  the  course  which  we  usually  dfr- 
Bcribe  as  the  course  in  Principles.  Through  these  two  courses 
the  student  should  acquire  that  knowledge  of,— that  is,  a  general 
introduction  to, — the  general  principles  of  administration  to  the 
description  of  which  Professor  Jones  has  devoted  more  than  on« 
half  of  the  paper  which  he  submitted  to  me.  In  its  specialized 
aspects,  administration  may  be  given  as  a  separate  course.  In 
this  aspect,  the  study  of  administration  may  be  offered  in  the 
junior  or  senior  year  after  the  courses  above  noted  have  been 
set  up  as  prerequisites.  These  prerequisite  courses  should  he 
supplemented  as  far  as  possible  by  general  courses  in  history, 
mathematics,  and  science,  and  the  incidental  knowledge  of  biog- 
raphy and  history  which  the  various  literary  courses  of  the  hi^ 
school  and  earlier  years  of  the  college  offer.  When  the  student 
does  enter  upon  the  formal  study  of  administration,  he  should 
enter  upon  it  as  a  specialized  branch  of  economic  science. 
Broadly,  such  a  specialized  course  should  consist  in  a  study  of 
those  topics  which  Professor  Jones  summarized  in  perhaps  the 
last  third  of  the  paper. 

This  summary  I  would  put  thus: 

1.  The  mechanics  of  administration  or  its  technique.  Here 
belong  the  bulk  of  the  books  recently  written  as  contributions  to 
the  art  of  factory  management.  They  embrace  a  treatment  largely 
of  the  purely  muscular  and  physical  factors  and  conditions. 

ft.  What  I  infer  Professor  Jones  would  wish  to  describe  as  the 
policy  of  administration  and  the  bases  of  efficiency.      The  mental 
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and  ethical  factors  of  efficiency  have  been  least  developed  and  are 
least  studied  and  understood.  Here  Professor  Jones  places  so 
much  stress  on  the  mental  factors  of  business  administration  that 
we  ask  whether  we  are  in  psychology  or  economics.  Again,  I  am 
tempted  to  ask  whether  this  paper  is  a  study  of  ethics.  Sciences, 
to  be  sure,  must  borrow  from  each  other.  What  are  the  rules 
that  will  guide  the  administrator  in  the  successful  conduct  of 
his  business?  My  contention  here  is  that  we  must  derive  our 
psychological  and  ethical  guiding  principles  not  only  from  psy- 
chology and  ethics,  but  also  from  economics  and  sociology,  which 
are  themselves  products  in  large  measure  of  psychical  and  of 
ethical  analysis. 

8.  What  Professor  Jones  caUs  the  literature  of  administration 
I  would  cut  down  by  a  large  common  fraction,  and  select  one  of 
a  low  denomination,  thus  making  a  large  cut.  The  literature  of 
administration  as  revealing  the  basis  of  efficiency  remains  largely 
yet  to  be  written. 

I  would  venture  to  urge  that  in  seeking  the  bases  of  efficiency 
we  must  add  to  the  physical  factors  which  give  us  the  mechanics 
of  administration  a  study  of  the  mental  and  moral  factors  which 
will  give  us  the  dynamics  of  administration.  And  in  this  search 
for  the  bases  of  efficiency,  I  would  insist  on  the  necessity  of  two 
side  studies,  two  corrective  disciplines, — methods  we  should  per- 
haps call  them  rather  than  sciences.  Logical  methods  we  must 
regard  as  themselves  parts  of  every  concrete  "Science.  These  two 
methods  or  disciplines  which  can  not  be  ignored  or  dispensed 
with  in  any  thoroughgoing  system  of  administration  are  (1)  ac- 
countancy or  accounting,  (S)  statistics.  What  is  usually  de- 
scribed as  cost  accounting  would  generally  be  more  accurately 
described  as  managerial  statistics. 

Let  me  close  with  four  general  observations :  (1)  The  contrasts 
between  military  organization  and  industrial  organization  are 
many  and  striking.  (S)  Principles  derived  from  military  or- 
ganization must  be  greatly  modified  before  they  can  be  applied 
to  industrial  organization.  (S)  Leadership  must  be  distin- 
guished from  administration  both  in  war  and  in  business.  (4)  I 
would  consider  business  administration  generic;  business  manage- 
ment, cost  accoimting,  managerial  statistics,  salesmanship,  and 
other  subdivisions  as  details  or  branches  of  business  adminis- 
tration. 


EFFECT  OF  INCOME  AND  INHERITANCE  TAXES  ON 
THE  DISTRIBUTION  OF  WEALTH 

By  T.  S.  Adams 

Member  WUconsia  State  Tax  Commission 

I. 

If  I  understand  the  statistics  aright  the  federal  income  tax  (for 
which,  including  corporations,  only  357,598  returns  were  received 
last  year)  is  reaching  directly  less  than  one  half  of  one  per  cent  of 
the  population.  It  further  appears,  from  the  published  statistics, 
that  1598  persons  with  incomes  exceeding  $100,000  paid  approx- 
imately $11,600,000,  or  over  40  per  cent  of  the  aggregate  tax  col- 
lected. In  Wisconsin  60,860  persons  were  assessed  this  year,  re- 
presenting about  2.6  per  cent  of  the  population.  Of  these,  667 
persons  having  taxable  incomes  of  over  $10,000  (about  3/100  of 
one  per  cent  of  the  population)  were  assessed  for  48  per  cent  of 
the  total  tax.  The  income  tax  is  still,  therefore,  as  in  the  days  of 
John  Stuart  Mill,  a  rich  man's  t&x.  It  is  drawn  predominantly 
from  the  rich  and  in  that  sense  it  plainly  equalizes  the  distribution 
of  wealth.  Though  I  have  seen  no  similar  statistics  relating  to 
inheritance  taxes,  it  is  almost  certain  that  the  inheritance  tax  works 
in  the  same  general  way.  Both  taxes  draw  far  more  from  the 
rich  than  from  the  poor  and  plainly  operate  to  equalize  wealth 
in  the  first  instance.  May  they  be  expected  to  do  so  in  the  long 
runP  Are  their  direct  effects  (shall  we  say  "advantages")  coun- 
terbalanced by  indirect  and  less  obvious  consequences  P  May  they 
profitably  be  used  frankly  and  affirmatively  in  behalf  of  the 
poor?  It  is  to  these  larger  questions  that  this  paper  is  par- 
ticularly addressed. 

n.  Tke  Income  Tax 
1.  Class  Taxation. — No  tax  which  is  wasted,  that  is,  which 
stimulates  public  extravagance,  can  exercise  a  wholesome  effect  on 
the  distribution  of  wealth.  Such  a  tax  reduces  the  fund  of  private 
capital,  which  gives  employment  to  labor  and  cheapens  com- 
modities, without  starting  any  compensating  activity  (except 
pernicious)  on  the  part  of  the  government.  The  present  federal 
income  tax  is  a  class  tax  and  class  taxes  breed  extravagance.  As 
shown  hereafter,  the  Income  tax  deserves  approval  from  almost 
every  other  standpoint,  but  In  this  respect  the  federal  income  tax 
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1  courageous  correction.  Income  taxes  should  not  be  levied 
upon  the  poor — but  they  should  be  levied  upon  all  the  rich,  that 
is,  upon  everyone  with  income  exceeding  the  amount  required  by 
the  American  standard  of  living.  An  income  tax  falling  on  all 
the  rich,  so  defined,  would  be  the  most  potent  instrument  pro- 
curable for  inspiring  and  maintaining  an  eflfective  interest  in 
the  conduct  of  government.  An  income  tax  confined  to  a  fraction 
of  one  per  cent  of  the  population  promotes  class  conflict,  public 
extravagance,  and  a  needlessly  complex  method  of  tax  administra- 
tion. Professor  Bullock  estimates  that  it  has  cost  (to  private 
corporations)  from  30  to  40  per  cent  to  collect  the  bond  interest 
withheld  at  the  source  under  the  federal  income  tax.  This  and 
similar  Administrative  complexities  would  disappear  if  the  tax 
applied  to  a  larger  group  of  voters. 

2.  Reducing  StooUtn  Fortunes.- — ^Notwithstanding  its  class 
restrictions  the  income  tax  is  a  feeble  instrument  with  which  in 
a  positive  and  effective  way  to  reduce  swollen  incomes  or  foi^ 
tunes.  To  enforce  a  progressive  income  tax  the  cooperation  of 
the  taxpayer  must  be  secured.  But  to  secure  his  cooperation  the 
rates  must  be  fair  and  reasonable.  Morever,  they  must  impress 
a  majority  of  the  taxpayers  as  fair  and  reasonable.  The  upper 
limit  of  mforceable  rates  is  about  10  per  cent,  and  such  a  rate 
is  not  sufficient  to  reduce  swollen  fortunes.  If  swollen  fortunes 
are  bad,  they  should  be  attacked  directly  and  the  cause  removed. 
To  let  them  accumulate  and  then  tax  them  10  per  cent  smacks  of 
hypocrisy,  and  the  attempt  to  make  the  income  tax  do  the  work 
of  social  reform  is  apt  to  spoil  the  income  tax.  Its  virtues  are 
fiscal.  It  is  at  its  best  as  a  substitute  for  taxes  which  exercise  a 
positively  deleterious  effect  upon  the  distribution  of  wealth. 

8.  A$  a  Subititute  for  Personal  Property  Taxes,  Particularly 
on  Butinesi  Enterprises. — The  income  tax  of  England  and  Amer- 
ica is  largely  a  business  tax.  In  the  writer's  opinion  the  income 
tax  could  perform  its  best  service  as  a  substitute  for  the  personal 
property  tax  as  applied  to  business  enterprise.  The  loss  in  modem 
business  is  enormous,  the  necessary  hazards  are  great,  and  a 
strikingly  large  proportion  of  concerns  in  some  lines  {for  example, 
water  powers,  development  companies,  and  the  like)  constantly 
totter  on  tJie  brink  of  bankruptcy.  To  all  such  marginal  enter- 
prises the  property  tax  is  remorseless.  It  falls  on  property  as 
much  whether  it  is  productive  or  unproductive,  whether  it  is  owned 
free  or  heavily  encumbered,  whether  it  is  part  of  a  praiseworthy 
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but  desperate  new  busineBS  venture  or  part  of  the  salvage  of  a, 
dying  concern.  The  property  tax  discourages  experiment,  penal- 
izes industrial  pioneering,  retards  production,  reduces  supply,  and 
increases  prices.  In  short,  it  is  partly  shifted  to  consumers,  re- 
duces the  amount  of  wealth  to  be  divided  and  adversely  affects  the 
distribution  of  what  is  produced.  In  comparison  the  income  tax 
wrests  little  or  nothing  from  the  new,  the  experimental,  or  the 
unfortimate  business  enterprise;  it  helps  not  only  the  small  busi- 
ness man,  but  large  concerns  in  new  and  hazardous  undertakings. 
It  helps— or  abstains  from  burdening — every  business  enterprise 
in  a  bad  year. 

4,  Does  it  Drive  Away  the  Successful  Bunnessf — The  income 
tax  falls  heavily  on  successful  business  concerns.  Will  it  not  drive 
the  successful  away,  leaving  only  the  weaklings?  I  have  not  beeo 
able  to  discover  any  such  tendency  in  Wisconsin,  even  in  the  case 
of  an  isolated  and  exclusive  state  tax.  With  a  general  or  in- 
clusive income  tax  such  effects  would  be  entirely  negligible.  Many 
large  industries  are  dependent  upon  land  or  definitely  localized 
natural  conditions  and  such  enterprises  must  locate  and  stay  at 
particular  places.  Others  are  held  fairly  fixed  at  particular  places 
by  definite  markets  or  distributing  points,  or  localized  labor  sup* 
ply.  Most  important  of  all,  successful  business  men  acquiesce  in 
the  equity  of  progressive  income  taxation.  What  they  dread  il 
not  the  loss  of  a  few  dollars  in  taxes,  but  an  atmosphere  of  suspn 
cion  and  the  absence  of  appreciation  of  the  social  service  rendered 
by  high-class  enterprise,  honestly  conducted.  Income  taxes  de* 
vised  in  a  spirit  of  equity,  reasonable  in  rate,  and  tactfully  ad* 
ministered,  drive  no  enterprise  away  worth  keeping. 

The  knowledge  that  income  taxes  exist,  and  that  the  state  w3) 
take  a  share  of  the  gains  resulting  from  exertion  and  investment 
exercises,  over  long  periods,  some  repressive  effect  on  the  intensity 
of  labor  and  the  supply  of  capital.  This,  however,  impresses  me 
as  so  trivial  as  to  be  negligible,  particularly  when  the  countervail-' 
jng  influence  of  governmental  expenditures  is  taken  into  accounts 
6.  The  Income  Too:  and  Government  Ownership. — The  prop| 
erty  tax  puts  the  state  in  the  position  of  a  preferred  creditor,  and 
a  harsh  one.  Its  dues  must  be  paid  by  the  business  man  in  the 
development  period  of  the  business,  before  profits  are  earned,  and 
later  whether  profits  are  earned  or  not.  The  income  tax,  how- 
ever, presents  the  state  in  the  attitude  of  a  partner  or  profit 
sharer.       The  first  attitude  is  not  wholly  indefensible,  nor  alto- 
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gether  unfortunate.  But  with  respect  to  business  enterprise  it 
needs  to  be  softened  by  increasing  emphasis  upon  ability  to  pay. 
There  is  a  growing  feeling  among  the  operators  and  owners  of 
public  utilities  that  government  ownership  and  operation  are 
inevitable.  This  feeling  or  movement  is  measurably  stimulated 
by  the  rigors  of  the  property  tax.  The  railroads  of  this  country, 
for  instance,  are  at  present  paying  over  16  per  cent  of  their  net 
earnings  in  taxes,  and  in  some  states  the  proportion  exceeds  20 
per  cent.  If  our  tax  system  gave  greater  scope  to  the  net  income 
principle,  it  would  materially  enhance  the  chances  of  private 
ownership  and  operation.  The  income  tax  works  for  the  reten- 
tion of  private  management;  it  makes  the  state,  not  a  preferred 
creditor,  and  not  the  sole  owner,  but  a  fuU  fledged  and  sympa- 
thetic partner  in  private  industry. 

III.     The  Factors  of  Production 

1.  Rent  and  the  Landlord. — ^The  income  tax  takes  a  smaller 
share  of  rent  and  is  easier  on  the  landlord  than  the  property  tax, 
because  unproductive  land  does  not  pay  an  income  tax,  because 
the  property  tax  rests  upon  present  value  of  anticipated  rents  or 
earnings,  much  of  which  never  materializes,  and  because  the  rev- 
enue from  the  income  tax  tends  in  a  measure  to  reduce  the  rate 
of  property  taxation.  Morever,  the  largest  landlord  class  in 
America — ^the  farmers — escape  the  income  tax  by  reason  of  the 
exemptions.  In  Wisconsin,  with  exemptions  which  average  $1228, 
less  than  6  per  cent  of  the  farmers  were  assessed  for  income  tax  and 
the  tax  on  this  class  averages  only  $7.66.  Where  the  income  tax 
reduces  the  property  tax,  or  prevents  increase  in  its  rate,  real 
estate  investors  are  pro  tanto  beneficiaries  of  the  income  tax. 

2.  Labor  and  Wages. — ^Less  than  one  half  of  one  per  cent  of 
the  laborers  of  Wisconsin  were  assessed  for  income  tax  in  1914, 
and  the  tax  upon  those  assessed  averaged  only  $2.91.  The 
laborer,  therefore,  is  less  adversely  affected  by  the  income  tax  than 
by  the  property  tax  or  by  customs  and  internal  revenue  duties. 
Where,  as  in  Wisconsin,  the  income  tax  is  introduced  as  a  sub- 
stitute for  the  taxes  on  household  furniture  and  allied  forms  of 
personal  property,  the  income  tax  may  positively  benefit  the 
laborer.  With  professional  and  salaried  men,  however,  the  reverse 
is  true.  Speaking  generally,  they  are  called  upon  to  make  a  sub- 
stantial contribution  under  the  income  tax,  whereas  they  are  often 
exempt,  or  practically  so,  under  the  property  tax.     In  Wisconsin 
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more  than  50  per  cent  of  the  lawyers  pay  income  taxes,  averaging 
about  $60  each.  Probably  a  majority  of  the  physicians  and  sur- 
geons, pubhc  officials,  and  members  of  the  miscellaneous  profes- 
sions pay  substantial  income  taxes. 

3.  Capital  and  Interest. — In  Wisconsin  the  heaviest  contribu- 
tors are  money  lenders,  retired  business  men,  and  the  investing 
classes  generally.  The  average  income  tax  in  this  class  in  Wis- 
consin exceeds  $100.  Such  classes  usually  escape  or  shift  the 
burden  to  the  borrower  under  the  property  tax,  but  this  cannot 
be  done  under  an  income  tax  if  properly  framed  and  applied.  In 
general  the  income  tax  imposes  a  comparatively  large  burden  upon 
interest. 

4.  Enterprise  and  Wages. — ^In  Wisconsin  the  heaviest  ag- 
gregate contribution  comes  from  merchants  and  manufacturers, 
particularly  the  latter.  The  income  tax  does  not  reduce  the  share 
taken  from  entrepreneurs,  hut  it  redistributes  and  readjusts  it, 
sparing  the  small  business  man  and  the  marginal  enterprises.  In 
general  the  income  tax  actuaUy  accomplishes  what  it  is  designed 
to  do,  that  is,  secure  a  large  contribution  from  investors,  success- 
ful professional  or  salaried  men,  and  from  business  concerns  which 
have  reached  the  dividend-paying  stage. 

IV.     Savino,  Theift,  and  the  Reduction  of  Capital 

1.  The  Problem. — Nearly  all  taxes  are  paid  from  Income. 
But  income  in  turn  is  divided  between  "productive"  and  "unpro- 
ductive" uses ;  it  is  consumed  or  reinvested,  and  the  form  of  the 
tax  exercises  an  important  influence  on  the  amount  which  will  be 
reinvested.  The  rich,  it  is  widely  beheved,  save  a  larger  proper^ 
tion  of  their  incomes  than  the  poor,  and  the  income  tax  is  pre- 
dominantly a  tax  on  the  rich  and  well-to-do.  Will  it  not,  therefore, 
cut  heavily  into  the  wealth  set  aside  for  future  production  and  so 
imperil  the  capital  fund  of  the  nation  P 

2.  Saving  a)nd  Thrift. — A  man  balances  or  equilibrates  the 
various  items  of  his  budget  until  the  marginal  satisfaction  is  the 
same  in  each  department.  If,  now,  a  typical  taxpayer  has  hia 
income  reduced  by  the  imposition  of  a  tax,  it  seems  reasonable  to 
conclude  that  there  will  be  a  reduction  in  the  general  level  of 
expenditure,  and  that  this  will  affect  all  lines  of  expenditures.  His 
savings  will  be  diminished  but  bis  harmful  and  unnecessary  con- 
sumption will  also  be  diminished.  It  is  not  impossible — a  priori 
it  is  even  probable^ — -that  the  reduction  in  saving  will  largely  d^ 
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pend  upon  the  proportion  of  savings  to  unnecessary  expenditures. 

If  the  rich  taxpayer  uses  20  per  cent  of  his  income  for  neces- 
saries, 60  per  cent  for  conveniences,  luxuries,  and  vices,  and  SO 
per  cent  for  savings,  then  it  seems  to  me  likely  in  the  long  run 
that  any  tax  will  come  one  fourth  from  savings  and  three  fourths 
from  expenditures  for  conveniences,  luxuries,  and  vices.  At  any 
rate  I  can  think  of  no  more  reasonable  hypothesis. 

If  the  income  tax  is  introduced  as  a  substitute  for  other  taxes 
weighing  more  heavily  on  the  poor,  it  seems  inevitable  in  the  long 
run  that  a  share  of  this  exemption  will  go  to  swell  the  savings  of 
the  poor.  Suppose,  for  instance,  that  a  typical  taxpayer  who  is 
so  relieved  has  been  spending  80  per  cent  for  necessaries,  16  per 
cent  for  conveniences,  luxuries,  and  vices,  and  6  per  cent  for  sav- 
ings. Such  a  taxpayer  in  the  long  run  may  reasonably  be  expected 
to  use  any  increase  in  income  one  fourth  for  savings  and  three 
fourths  for  additional  conveniences,  luxuries,  and  vices.  Other 
things  being  equal,  it  is  the  quantitative  relation  between  saving 
and  unnecessary  expenditure  which  counts.  If  the  rich  save  20 
per  cent  of  their  incomes  and  spend  60  per  cent  for  unnecessaries, 
then  the  ratio  of  saving  to  the  elastic  part  of  the  whole  income 
is  the  same  as  in  the  case  of  the  poor,  who  spend  16  per  cent  of 
their  incomes  for  imnecessaries  and  .save  6  per  cent.  A  priori  a 
strong  case  could  be  made  for  believing  that  the  relief  to  the  poor 
swells  the  capital  fund  as  much  as  the  draft  upon  the  rich  re- 
duces it,  or  at  least  that  the  former  effect  is  more  nearly  compen- 
satory than  has  been  supposed.  *In  this  connection  three  things 
must  be  remembered :  The  very  poor  do  not  pay  direct  taxes.  In- 
creased taxation  of  the  rich,  therefore,  frequently  relieves  a  middle 
class  of  relatively  thrifty  habits,  who  do  a  large  amoimt  of  saving. 
Secondly,  the  relinquished  saving  of  one  very  rich  man  makes 
possible  an  additional  saving  on  the  part  of  hundreds,  perhaps 
thousands,  of  poor  men  and  women.  From  the  psychological  and 
moral  aspect  the  wider  encouragement  to  the  poor  more  than 
counterbalances  the  more  restricted  damage  to  the  rich.  Finally, 
the  effect  of  the  public  expenditures  on  increasing  the  demand  for 
labor  and  improving  the  status  of  the  poor,  must  be  taken  into 
account. 

S.  IntrorBuskiess  Saving. — A  large  part  of  the  annual  harvest 
of  thrift,  perhaps  the  largest  part,  consists  of  profits  earned  by 
business  concerns  and  turned  immediately  back  into  the  business 
or  reinvested  in  related  kinds  of  productive  activity.    The  income 
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tax  reduces  this  variety  of  saving.  But  if  it  is  introduced  as  a 
substitute  for  more  regressive  forms  of  business  taxation,  it  is 
probable  that  the  new  savings  made  possible  by  the  tax  will  be 
quite  as  large  as  the  reduction  of  old  savings  effected.  The 
Wisconsin  statistics,  for  instance,  indicate  that  large  corpora- 
tions are  distributing  a  larger  proportion  of  their  earnings  to 
stockholders  than  are  the  smaller  corporations.  We  must  also  take 
into  account  the  negative  stimulus  given  by  the  income  tax  to 
commercial  experimentation,  industrial  frontiering,  small  business, 
and  new  enterprises  in  general. 

V.    The  Inheritance  Tax 

1.  General. — In  Europe  the  inheritance  tax  yields  enormous 
revenue  and  in  this  country  its  use  is  rapidly  spreading.  It  is  now 
on  the  statute  books  of  over  forty  states  and  the  revenue  in- 
creased from  about  $10,000,000  in  1908  to  $26,470,964  in  191S. 
The  rates  are  low  in  this  coimtry,  averaging  probably  less  than  8 
per  cent,  even  on  the  largest  estates  with  more  than  an  average 
share  passing  to  distant  relatives.  The  tax  is  almost  certain  to 
expand  rapidly.  It  does  not  burden  the  poor ;  it  is  not  shifted ;  it 
does  not  drive  out  marginal  producers ;  it  does  not  destroy  business ; 
it  does  not  repress  industry  or  thrift. 

2.  Does  it  impair  the  capital  fwndf — ^The  most  formidable 
charge  against  it  is  that  it  trenches  on  capital  or  is  paid  out  of 
the  fimd  of  social  savings.  Most  other  taxes  are  paid  out  of 
income,  only  part  of  which  would  be  saved  or  reinvested.  In  con- 
sequence such  taxes  are  drawn  in  part  only  from  savings.  When 
the  executor  of  an  estate,  however,  sells  land  or  securities  to  pay  an 
inheritance  tax,  they  will  be  purchased  by  men  with  money  seeking 
investment.  In  this  way  the  state  takes  part  of  the  savings  of 
society,  and  on  first  sight  the  whole  tax  appears  to  come  from 
social  income  set  aside  for  reinvestment.  It  is  not  true,  however, 
that  the  whole  tax  is  drawn  from  social  savings  destined  to 
nourish  and  extend  productive  fimctions.  Had  the  inheritance  tax 
not  been  imposed,  part  of  the  tax,  perhaps  a  large  part,  would 
have  been  wasted  or  spent  for  imnecessaries  by  the  heirs  and 
beneficiaries.  What  is  principal  or  corpus  to  the  estate  is  **fortui- 
tous"  income  to  the  distributees  of  the  estate,  and  like  other  income 
will  be  only  in  part  reinvested  or  saved. 

8.  "Pirf>Ztc  Capitalization  of  the  Income  Tax.** — ^It  is  probably 
true,  however,  that  a  larger  part  of  inheritance  income  is  saved 
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than  of  the  ordinary  income,  and  consequently  that  the  inheritance 
tax  does  trench  more  heavily  on  capital  than  many  other  taxes. 
The  American  inheritance  tax  is  now  so  light,  however,  and  there  is 
so  much  room  for  harmless  expansion,  that  this  characteristic  of 
the  tax  gives  no  ground  for  immediate  anxiety.  If  it  ever  creates 
a  real  danger,  the  danger  may  be  met  by  using  the  proceeds  of  the 
inheritance  tax  to  pay  off  public  debts — as  suggested  by  Mill — 
or  to  create  a  public  investment  fund — as  suggested  by  Professor 
Alvin  S.  Johnson,^  or  to  do  both.  Wisconsin  has  a  fund  amount- 
ing to  about  $7,000,000,  which  is  loaned  to  the  minor  political 
subdivisions  of  the  state.  Interest  and  principal  are  automat- 
ically extinguished  by  annual  payments  collected  along  with  the 
ordinary  state  and  county  taxes.  School  districts,  small  towns 
and  cities,  which  might  otherwise  find  it  expensive  and  troublesome 
to  borrow  at  fair  rates,  find  in  the  state  a  fair  and  ready  lender; 
but  most  important  of  all,  the  principal  of  the  debt  is  unfailingly 
and  automatically  extinguished. 

4.  As  a  Reducer  of  Swollen  Fortwnes, — Can  the  inheritance  tax, 
at  highly  progressive  rates,  be  used  to  break  up  large  fortunes? 
I  think  not.  Legally  speaking,  the  federal  government  can  use 
this  measure  only  as  a  tax,  that  is,  the  rates  (particuarly  if  pro- 
gressive) must  be  reasonable  judged  by  tax  standards.  The  states, 
on  the  other  hand,  are  held  in  check  by  the  fact  that  Rhode  Island 
and  a  half  dozen  other  jurisdictions  do  not  use  the  inheritance 
tax.  If  the  legislatures  of  other  states  enacted  tax  laws  with  rates 
rising  to  S6  or  SO  per  cent  on  large  bequests,  the  rich  would 
flee  to  Newport  and  other  havens  of  refuge.  A  few  states  like 
Rhode  Island  could,  and  probably  would,  coerce  the  rest  to 
adopt  a  moderate  policy  of  inheritance  taxation.  Inheritance 
tax  rates  are  now  too  low  in  this  country  on  large  inheritances. 
They  should  be  increased.  But  time  and  experience  will  probably 
prove  that  10  or  12  per  cent  is  the  highest  average  rate,  even 
on  very  large  fortimes,  which  can  be  successfully  imposed  in  any 
future  period  with  which  we  need  concern  ourselves  at  this  time. 

6.  The  Present  Danger. — The  natural  development  of  the  in- 
heritance tax  is  now  being  prevented  by  multiple  taxation  upon  se- 
curities. Most  of  the  harm  that  radical  rates  could  do  is  being 
done,  although  corresponding  revenues  are  not  being  derived. 
Some  states  tax  securities  at  the  domicile  of  the  decedent,  some 
in  the  state  where  the  corporation  is  incorporated,  some  where  the 
^Journal  of  PoUtieal  Eeanamjft  Febmary,  1914. 
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property  represented  by  the  securities  is  situated,  some  where 
trust  company  iu  which  the  securities  are  deposited  is  located,  and 
at  least  one  (Minnesota)  at  the  location  of  the  debtor  (in  the  case 
of  municipal  honds).  Some  states — including  Wisconsin — use 
two  or  more  bases  in  the  same  law,  for  example,  taxing  stock  in 
foreign  corporations  when  owned  by  a.  resident  decedent  and  stock 
in  domestic  corporations  when  owned  by  a  foreign  decedent.  Sec- 
tional differences  of  treatment  are  developing,  the  eastern  states 
tending  towards  the  residence  and  the  western  states  toward  the 
situs  principle.  Meanwhile  the  richer  (prospective)  taxpayers, 
encouraged  by  the  unfairness  of  state  legislation,  devise  means  of 
evasion.  This  situation  must  be  remedied  by  a  federal  constitu- 
tional amendment  or  by  joint  state  agreement  before  the  real  poa- 
sibilitiea  of  the  inheritance  tax  can  be  fully  realized. 

6.  Revenue  and  Reform. — In  the  case  of  the  inheritance  tax, 
it  is  not  necessary  to  project  the  path  of  evolution  far  into  the 
future  in  order  to  deal  wisely  with  the  present  problem.  The 
more  we  talk  about  50  per  cent  inheritance  taxes,  the  less  real 
chance  we  have  of  securing  the  10  or  12  per  cent  tax  which  we 
might  wisely  and  safely  have  at  once.  In  general  it  is  unwise  to  mix 
revenue  and  reform.  The  monopoly  price  which  yields  the  great- 
est net  return  to  the  monopolist  is  not  the  price  which  yields  the 
largest  consumers'  surplus.  By  parity  of  reasoning,  the  tax  which 
yields  the  largest  net  revenue  is  not  that  which  represses  most  the 
evil  that  incidentally  and  collaterally  it  is  expected  to  ameliorate. 
Mr.  Carnegie  would  banish  the  income  tax  and  found  his  revenue 
system  on  an  inheritance  tax  heavy  enough  to  shatter  large  for- 
tunes. But  the  more  reform  his  inheritance  tax  accomplished,  the 
less  revenue  it  would  yield.  The  inheritance  tax  which  he  lauds 
would  consume  itself  in  time,  and  there  would  emerge  the  income 
tax  (or  something  worse)  which  he  rejects. 

Excessive  inheritance  taxes  would  almost  certainly  be  accom- 
panied by  widespread  evasion.  Evasion  can  be  prevented  just 
so  long  as  men  feel  it  cheaper  to  employ  the  state  to  superintend 
the  distribution  of  their  property  after  death  than  to  employ 
private  agencies.  If  the  state  ever  gets  to  charging  50  per  cent, 
say,  for  this  service,  it  would  pay  rich  men  to  employ  private 
agents — trustworthy  Rothschilds  and  similar  honest  usurers — 
to  superintend  the  distribution  of  their  property  after  death.  This 
may  seem  strange,  but  the  condition  under  which  the  state  took 
50  per  cent  of  a  fortune  after  the  death  of  its  owner,  would  also 
be  strange. 


Income  and  Inktriiance  TaaeeM  248 

If  swollen  fortunes  are  evi!,  kt  us  not  begufle  our  common  sense 
by  indirection.  Let  us  go  after  them  with  something  better  than 
a  lath  painted  to  look  like  iron. 

VI.      CoNCI«V8IOK8 

Carefully  formulated  and  efficiently  administered  income  and 
inheritance  taxes  do  equalize  the  distribution  of  wealth  and  do  not, 
in  iEui  appreciable  degree,  set  into  motion  any  subtle,  subterranean, 
or  remote  economic  forces  of  an  objectionable  kind,  such  as  the 
professional  economist  so  dearly  and  so  properly  loves  to  analyze 
and  evaluate.  Both  are  better  taxes  than  instruments  of  social 
reform.  Their  virtues  are  chiefly  fiscal  and  so  far  as  the  distribu- 
tion of  wealth  is  concerned,  negative :  their  greatest  merit  is  that 
they  can  be  made  to  yield  a  Ipjrg^  revenue  without  adversely  affect- 
ing the  distribution  of  wealth.  As  a  substitute  for  certain  customs, 
internal  revenue,  personal  property  and  gross  receipt  taxes,  both 
could  be  wisely  and  widely  extended  at  the  present  time.  Whether 
they  could  be  wisely  extended  as  additional  taxes  depends  alto- 
gether upon  the  efficiency  of  government  and  the  use  to  be  made 
of  the  new  revenues  which  they  would  yield.  Here,  in  the  field 
of  public  exx>enditure,  is  the  crucial  test  of  each  proposed  new 
tax.  For  a  wasteful  and  inefficient  government  no  new  tax  is  a 
good  tax.  Such  a  government  should  be  forced  by  the  very 
pressure  and  desire  for  new  public  service,  to  eliminate  waste  and 
ring  out  the  old  as  it  rings  in  the  new — ^without  enlarging  the  bud- 
get.    The  very  best  source  of  revenue  is  scientific  saving. 

With  governmental  waste  eliminated  so  far  as  humanly  possible, 
the  ultimate  problem  expresses  itself  as  a  contest  between  public 
and  private  enterprise,  a  comparison  between  the  marginal  ac- 
tivities of  government  and  private  business.  The  captains  of 
private  industry  have  given  us  in  the  last  few  years  the  wireless 
telegraph,  the  automobile,  Rockefeller  Research,  and  the  New 
Haven  scandal.  The  statesmen  have  brought  us  the  Panama 
canal,  the  reserve  bank,  the  parcel  post,  and  the  European  war. 
Which  serves  most,  statesman  or  industrial  captain?  Towards  the 
great  stream  of  income  and  particularly  towards  the  part  diverted 
for  future  production,  both  statesman  and  industrial  captain 
stretch  eager  hands.  Let  him  have  it  who  can  use  it  best.  Neither, 
in  America,  may  ask  with  divine  right.  Neither  is  sacred — or  both 
are  sacred.  Private  and  public:  I  recognize  no  hostility  and  no 
essential  difference.     Both  are  parts  of  one  great  social  imit. 
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The  public  Institution  must  be  invested  with  the  initiative  and 
efficiency  which  mark  private  business  at  its  best.  The  private 
institution  must  acquire  the  spirit  of  social  service  which  marks 
government  at  its  best.  On  these  terms  let  the  tax  gatherers, 
public  and  private,  compete.  The  government  may  hiave  its 
income  and  inheritance  taxes ;  the  railroads  may  have  their  6  per 
cent  advance  in  rates — ^if  they  will  but  serve.  And  let  the  victory 
rest  with  him  who  serves  most. 


PUBLIC  REGULATION  OF  RAILWAY  WAGES 

By  Fbank  Haioh  Dixon 
Dartmouth  CoUege 

**The  food  and  clothing  of  our  people,  the  industries  and  the 
general  welfare  of  the  nation,  cannot  be  permitted  to  depend  upon 
the  policies  and  the  dictates  of  any  particular  group  of  men, 
whether  employers  or  employees,  nor  upon  the  determination  of 
a  group  of  employers  and  employees  combined.  The  public  util- 
ities of  the  nation  are  of  such  fundamental  importance  to  the 
whole  people  that  their  operation  must  not  be  interrupted,  and 
means  must  be  worked  out  which  will  guarantee  this  result." 

These  concluding  words  of  the  arbitrators  in  the  dispute  between 
the  locomotive  engineers  and  the  railways  in  1912  give  warning  of 
a  situation  to  which  the  public  has  been  singularly  indifferent. 
Adjustment  of  working  conditions  has  been  considered  a  matter 
of  private  concern  affecting  only  employer  and  employed.  Yet 
the  railway  provides  a  service  which  is  a  necessity  of  the  entire 
people,  and  the  interruption  of  this  service  is  a  national  calamity. 
Wage  increases  in  this  industry  are  usually  sooner  or  later  shifted 
to  the  shoulders  of  the  people  at  large  in  the  form  of  increased 
rates.  The  public's  interest  in  railway  labor  controversies  is 
supreme  and  should  assert  itself  far  more  effectively  than  it  has 
thus  far  in  the  consideration  or  adoption  of  any  plans  for  wage 
regulation. 

There  are  today  on  the  payrolls  of  the  railways  of  the  United 
States,  nearly  two  million  men,  who  receive  in  wages  annually  a 
billion  four  hundred  million  dollars.  Forty-five  per  cent  of  the 
gross  revenues  of  the  carriers  is  paid  out  again  in  wages;  and 
of  the  total  expense  of  operating  all  the  railways  In  the  country, 
nearly  65  per  cent  is  chargeable  to  labor. 

This  great  body  of  wage  earners  is  by  no  means  homogeneous. 
Its  membership  ranges  all  the  way  from  the  alert,  intelligent,  well- 
paid  engineer  down  to  the  shifting  class  of  day  laborers  engaged 
in  track  work.  Neither  are  all  classes  organized  to  the  same  de- 
gree of  efficiency  and  power.  The  bargaining  strength  of  the 
great  mass  of  track  workers  amounts  to  little.  They  have  no  fixed 
habitation,  but  assemble  when  work  offers  and  disappear  when  the 
year's  repairs  are  complete.  Above  these,  but  below  the  top,  is  a 
considerable  group  of  occupations  with  organizations  that  are  gen- 
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erally  affiliated  with  the  American  Federation  of  Labor,  such  as 
the  wood  and  metal  workers,  machinists,  signalmen,  clerks,  and 
station  agents.  Finally  at  the  top  are  the  four  brotherhooda 
directly  engaged  in  train  service.  Although  these  four  unions 
contain  not  quite  a  fifth  of  the  whole  number  of  employees,  they 
represent  the  dominant  element  in  the  railway  labor  world  and  it 
is  largely  in  connection  with  them  that  experiments  in  wage  regula- 
tion have  been  tried  out  in  this  country.  The  oldest  is  the  Broth- 
erhood of  Locomotive  Engineers,  organized  in  1863,  with  a  present 
membership  of  about  76,000,  It  is  perhaps  the  most  aristocratic 
of  trade  unions.  In  its  later  years  it  has  become  distinctly  more 
aggressive.  Its  avowed  intention  is  to  monopolize  the  operation 
of  locomotive  power,  Mr.  Stone,  the  present  chief  of  the  Brother- 
hood, made  this  statement  before  an  arbitration  board  in  a  recent 
case: 

The  locomotive  engineers  of  this  conntry  intend  to  operate  the  motive 
power  of  this  country,  be  it  what  it  may,  gasoline,  electricity,  or  any 
other  power  that  may  be  discovered ;  and  when  you  put  on  your  flying 
machines  in  the  near  future,  we  intend  to  operate  those,  if  yon  please. 

Younger  by  five  years  is  the  Order  of  Railway  Conductors,  with 
a  membership  of  49,000.  Recently  it  has  been  associated  in  con- 
troversies with  the  larger  and  more  radical  trainmen's  organiza- 
tion. Ten  years  after  organization  of  the  engineers'  brotherhood 
appeared  the  Brotherhood  of  Locomotive  Firemen  and  Engine- 
men.  It  has  a  present  membership  of  84,000.  Because  of  its 
more  favorable  insurance  rates,  this  organization  retains  many 
firemen  after  their  promotion  to  the  rank  of  engineer.  After 
many  years  of  strife,  the  two  brotherhoods  of  the  engineers  and 
firemen  have  adopted  a  working  agreement  and  are  at  present  as- 
sociated in  a  wage  movement  in  the  West.  The  Brotherhood  of 
Railroad  Trainmen,  organized  in  1883,  has  a  membership  of  135,- 
000.  It  IS  the  least  homogeneous  of  the  four,  including  in  its 
number  train-brakemen  and  baggagemen,  and  conductors,  brake- 
men,  and  switch  tenders  in  yard  service. 

All  four  of  these  unions  follow  a  policy  of  strict  non-affiliation 
with  other  organizations,  they  disbelieve  in  the  sympathetic  strike, 
they  take  great  pride  in  their  fidelity  to  their  agreements,  and  they 
punish  breaches  of  contract  on  the  part  of  their  locals.  They  are 
as  a  rule  in  favor  of  the  open  shop,'  although  there  are  many  ways 


'The  "open  shop"  policy  loess  nmrh  of  its  reality,  at  least  ii 
mglneers,  from  the  \engtb  of  the  apprenticeship  period. 
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of  making  a  non-union  man  realize  that  he  is  an  ^outsider"  other 
than  those  laid  down  in  the  constitution  and  by-laws.  All  of  them 
have  extended  their  jurisdiction  throughout  the  country,  and  none 
of  them  has  any  rival  of  any  considerable  strength  outside  the 
brotherhoods  themselves.  The  first  three  contain  a  large  propor- 
tion of  the  eligible  men  and  the  fourth  about  66  per  cent  of  the 
employees  in  its  field. 

The  principal  point  of  contact  between  these  several  brother- 
hoods and  their  employers  is  made  through  the  labor  contract,  or 
what  is  commonly  known  as  the  schedule.  In  the  early  days  of 
railway  operation  and  for  several  decades  thereafter  rates  of  pay 
and  working  conditions  on  each  railway  and  even  on  separate 
divisions  of  the  same  railway  were  whatever  the  managers  chose  to 
make  them.  Attempts  at  collective  bargaining  almost  always  failed. 
It  was  the  engineers  who  soon  after  the  creation  of  their  union 
established  firmly  the  principle  of  collective  bargaining,  and  they 
and  the  other  trainmen's  organizations  that  appeared  later  were 
able  as  they  increased  in  strength  to  gain  important  concessions 
from  the  railways,  and  to  incorporate  these  concessions  into  stand- 
ard practice.  Such  matters  were  involved  as  promotion  according 
to  seniority  of  service,  shortening  and  prescribing  the  length  of 
the  working  day,  and  standardizing  various  details  relative  to 
operating  conditions.  But  of  more  importance  than  all  else  in  the 
history  of  this  labor  conflict  was  the  adoption  by  the  railways  of 
the  practice  of  dealing  with  a  committee  of  employees,  now 
universal  on  American  roads. 

As  a  rule  each  division  of  a  railway  has  its  local.  The  locals  of 
a  system  are  represented  in  their  dealings  with  a  railway  by  a 
general  committee  headed  by  a  chairman.  Above  these  general 
committees  are  the  grand  officers  of  the  brotherhood  whose  juris- 
diction is  national.  For  many  years  it  was  the  practice  to  confine 
all  bargaining  to  a  single  railway,  but  the  area  covered  by  such 
negotiations  has  gradually  widened  with  the  growth  of  railway 
systems.  The  general  committee  on  the  particular  road  was  always 
advised  and  aided  by  the  grand  officlers  of  the  brotherhood. 
These  national  leaders  thus  became  highly  expert  in  handling  con- 
troversies. With  a  thorough  knowledge  of  the  general  railway 
situation,  they  were  far  more  than  a  match  for  any  individual  rail- 
way manager  who  knew  simply  his  own  situation.  There  was 
frequent  resort  to  "trading,*'  by  which  the  brotherhoods  would 
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secure  some  distinct  advantage  in  return  for  a  concession  that  cost 
it  little.  The  advantage  thus  gained  would  be  used  as  a  lever  on  the 
next  road,  while  the  concession  by  which  the  advantage  had  been 
acquired  would  be  kept  in  the  background.  So  they  proceeded  to 
play  one  road  against  another.  But  this  method  was  slow  and 
toilsome.  Moreover  it  became  evident  to  the  leaders  of  each 
brotherhood  that  their  power  could  be  greatly  increased  through 
combined  effort,  and  that  a  demand  applicable  to  a  vast  extent  of 
territory  would  be  far  more  impressive.  On  the  other  hand,  the 
developing  of  intercorporate  relations  among  the  railways  that 
linked  them  up  into  huge  systems,  had  much  to  do  with  promoting 
concerted  action. 

Concerted  movements  among  employees  in  train  service  began  in 
1907,  and  have  grown  in  frequency  until  now,  except  for  minor 
local  grievances,  they  may  be  said  to  be  well-nigh  the  only  method 
by  which  the  demands  of  the  brotherhoods  are  presented.  The 
country  is  divided  into  three  great  territories,  the  Eastern,  South- 
eastern, and  Western;  and  committees  representing  all  of  the  rail- 
ways in  each  of  these  territories  meet  the  grand  oflGcers  of  the 
brotherhoods  to  arrange  wage  conditions  for  the  entire  area.  At 
first  the  roads  resisted,  but  the  brotherhoods  became  so  effective 
in  such  cases  in  securing  the  same  results  from  the  roads  succes- 
sively that  they  would  have  obtained  from  them  collectively  that 
the  railways  gave  up  the  fight,  and  have  for  several  years  con- 
ducted their  important  negotiations  as  a  group.  At  the  present 
time  an  arbitration  hearing  is  being  conducted  in  Chicago  as  the 
result  of  a  concerted  movement  involving  the  engineers  and  firemen 
employed  by  nearly  all  the  railways  between  Chicago  and  the 
Pacific  Coast. 

Proposals  for  increases  in  wages  or  modification  of  working 
conditions,  often  radical  and  extreme  in  character,  usually  origi- 
nate in  the  "locals"  with  the  rank  and  file,  who  apparently  have 
everything  to  gain  and  nothing  to  lose  by  making  their  demands  as 
large  as  possible.  These  demands  are  put  in  shape  for  presenta- 
tion to  the  roads  by  the  association  of  general  chairmen,  the  grand 
officers  appearing  as  advisers  and  later  as  spokesmen  in  the  con- 
ferences with  the  railways.  If  it  becomes  necessary  to  take  a 
strike  vote,  the  case  is  set  forth  in  the  letter  to  the  men.  This 
gives  opportunity  for  an  ex  parte  statement  of  the  situation,  which 
is  frequently  taken  advantage  of.     The  result  is  almost  always  a 
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nearly  nnanimoos  Tote  to  entrust  to  the  grand  officers  the  power  of 
calling  a  strike.  The  tenure  of  office  of  these  brotherhood  chiefs 
depends  in  great  degree  opon  their  success  in  obtaining  concessi(ms 
from  the  railways.  Facing  on  the  one  side  the  insistoit  pressure 
from  the  men,  and  on  the  other  the  resistance  of  the  railways  and 
the  possible  hostility  of  the  public,  they  find  their  lot  at  times  an 
unenviable  one.  They  are  between  the  devil  and  the  deep  sea.  Yet 
they  have  displayed  remarkable  powers  of  leadership  and  have  re- 
tained as  a  rule  the  complete  confidence  of  the  men.  The  cohesion 
of  these  organizations  is  a  powerful  element  in  their  success.* 

Territorial  controversies  have  now  become  the  rule,  and  have 
such  strategic  advantage  for  the  men  that  they  are  not  likely  to 
be  abandoned.  One  territory  is  now  matched  against  another 
where  formerly  it  was  one  road  against  another.  The  most  sig- 
nificant result  has  been  the  marked  movement  toward  complete 
standardization  of  wages  and  working  conditions  throu^out  the 
territory  involved.  This  demand  for  standardization  has  been 
more  or  less  vigorously  pushed  in  all  the  recent  controversies, — the 
same  pay  for  the  same  work  in  the  same  class  of  service,  whether 
train  operation  is  on  single  or  double  track,  in  mountainous  or 
level  country,  in  branch  or  main  line  service,  in  suburban  or  through 
service.  In  fact,  the  standard  rate  has  been  an  indispensable 
weapon  in  the  leader's  arsenal.'  The  railways  have  resisted  this 
movement  on  the  ground  that  differences  in  physical  characteris- 
tics of  roads,  in  traffic  density,  and  in  ability  to  pay  have  made 
complete  standardization  inequitable. 

It  is  not  the  purpose  of  this  paper  to  discuss  the  merits  of  con- 
tentions of  this  character,  interesting  as  they  are.  But  it  may  be 
noted  in  passing  that  the  railways  have  realized  that  the  argu- 
ment for  differences  in  wages  based  on  differences  in  ability  to  pay 
crumbles  under  attack,  and  they  are  not  now  pressing  it  with  any 
vigor.  It  has  been  generally  held  by  arbitrators  that  a  worker  is 
entitled  to  his  hire,  that  if  a  road  cannot  pay  a  proper  wage  it 
must  seek  relief  in  an  enhancement  of  its  earnings,  and  that  the 
public  will  not  permit  a  road  to  furnish  an  inferior  service  through 

'For  further  information  concerning  the  growth  and  policy  of  the  brother- 
hoods and  the  results  of  recent  arbitrations  see  Conningfaam,  In  Quart§rly 
Jowmal  of  Eeonomies,  November,  1910»  and  February  1913;  Powell^  In 
QuarUrly  Journal  of  Economies,  February,  1914;  Robbing,  ^'Railway  Conduc- 
tors,** Columbia  Univ$riity  BtudUi,  1914. 

*See  McCabe,  7Jk#  Standard  BaU  in  American  Trad§  Uniont,  1919. 


udO 


American  Economic  Agxociation 


the  employment  of  an  inferior  grade  of  men  at  wages  below  the 
prevailing  level.  This  position  must  be  accepted  as  sound.  There 
is  likewise  much  in  the  contention  of  the  employees  that  many  of 
the  weaker  roads  are  so  interlocked  with  the  more  prosperous  ones 
that  their  inability  to  pay  standard  wages  is  more  apparent  than 
real. 

Whether  or  not  there  is  justi6cation  also  for  disregarding 
differences  in  physical  and  traffic  characteristics  on  different  roads, 
which  heretofore  have  been  important  considerations  in  the  deter- 
mination of  rates  of  pay,  this  much  is  clear.  Such  disregard  is 
tantamount  to  unfair  discrimination  among  employees.  It  is  a 
disregard  of  the  individual  in  the  larger  strategic  interest  of  the 
organization  as  a  whole. 

It  is  interesting  to  observe  that  the  interpretation  placed  upon 
standardization  by  the  employees  is  equivalent  to  a  demand  for  a 
minimum  wage,  for  it  has  been  usual  to  insert  in  the  agreements 
for  arbitration  a  stipulation  providing  that  no  existing  rate  of 
pay  or  standard  of  working  conditions  shall  be  reduced  by  the 
new  rates  or  rules,  and  that  committees  shall  not  be  debarred  from 
taking  up  with  managers  matters  not  decided  by  the  arbitrators. 
It  is  standardization  upward  but  never  downward.  It  leaves 
the  high  spots  plainly  in  view  and  points  the  direction  to 
future  negotiations.  Such  stipulations  concerning  the  preser- 
vation of  existing  rates  hold  out  a  promise  of  a  continuous  rise 
in  the  standard.  In  the  engineer's  case  in  191S  the  award  was  an 
intentional  establishment  of  a  minimum  wage,  the  board  of  arbi- 
tration refusing  to  carry  the  principle  of  standardization  farijier 
than  to  raise  the  lowest  rates,  and  to  leave  to  the  employees  on 
individual  roads  the  negotiation  of  contracts  that  should  recognize 
varying  classes  of  service, 

Another  step  forward  in  standardization  was  attempted  in  the 
last  concerted  movement,  that  of  the  conductors  and  trainmen  in 
Eastern  Territory,  when  the  demand  was  made  that  the  rates  of 
pay  should  be  raised  to  equal  those  in  the  West.  The  comment  of 
the  board  of  arbitration  on  tiiis  point  is  so  significant  as  to  be 
worth  quoting: 

...  It  is  the  prevailing  opinion  of  this  board  that  the  policy  urged 
by  the  men  in  this  regard  is  in  the  large  interest  of  the  railroads  as 
well  as  of  the  public;  so  that  progress  should  be  made  in  this  direction 
as  fast  as  circumstances  will  permit.  In  the  universal  conception  of  the 
day,  interstate  railroading  is  a  national   public  utility;  being  soch, 
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unifona  rates  of  pa;  for  the  same  class  of  service  are  lilcely  to  prevail, 
sooner  or  later,  in  all  parts  of  the  United  States  where  permanent 
natural  conditions  do  not  forbid.  In  the  Railwav  Post  Office  Service 
conducted  by  the  United  States  rates  of  pay  differ  according  to  the 
character  of  the  work  performed;  but  there  is  no  difference  of  pay 
resting  upon  territorial  distinctions.  It  is  said  with  truth  that  the 
^verument  is  free  to  adopt  this  system  because  it  can  make  up  defi- 
ciencies through  taxation ;  but  it  appears  to  the  majority  of  this  board 
to  be  none  the  less  true  that  the  railroads  of  the  country,  just  because 
they  are  conceived  of  as  a  national  public  utility,  will  in  the  end  be 
obliged  to  conform  their  practice  to  the  government  practice  in  this 
regard.  The  rates  which  railroads  are  permitted  to  charge,  both  for 
passengers  and  freight,  must  in  the  opinion  of  this  board  be  adequate 
ultimately  in  all  parts  of  the  country  to  permit  uniform  rates  of  pay  to 
be  paid.     .  .  . 

That  the  brotherhoods  have  in  mind  ultimately  a  national  atand- 
lird  of  wages  and  working  conditions,  there  is  some  evidence,  but 
a  national  movement  will  not  be  inaugurated  until  it  is  found  to  be 
strategically  advantageous.  The  first  duty  of  the  unions  while  in 
the  midst  of  a  conflict  is  to  win  their  case,  and  they  use  such 
arguments  as  are  most  effective  at  the  moment.  The  controversy 
just  referred  to  furnishes  an  illustration  in  point.  The  argument 
for  national  standardization  was  urged  by  the  conductors  and 
trainmen  because  they  were  trying  to  raise  the  eastern  wages  up 
to  the  level  of  the  West.  When  they  reach  the  West,  they  are 
very  likely  to  lay  stress  on  the  greater  cost  of  living  in  that  terri- 
tory, and  to  insist  upon  a  restoration  of  the  previously  existing 
differential  in  favor  of  the  western  area.  In  controversies  in  the 
East  cost  of  Uving  has  not  been  emphasized,  Mr.  Stone  of  the 
engineer's  brotherhood  insisting  that  cost  of  living  is  after  all 
what  each  man  chooses  to  make  it.  Inconsistencies  in  proposed 
bases  for  increased  wage  rates,  and  In  arguments  supporting  the 
proposals,  constantly  appear  in  cases  presented  by  the  same 
brotherhood  officers  in  different  territories,  inconsistencies  so 
striking  as  to  defy  any  explanation,  except  that  they  are  of  value 
for  immediate  strategic  purposes.  The  result  of  it  all  is  to  raise 
the  lower  end  of  the  wage  scale  and  to  smooth  out  many  of  the 
differences  in  working  conditions  on  different  roads  and  in  different 
territories.  But  these  results  have  been  attained  in  a  haphazard 
fashion,  and  are  attended  by  much  discrimination.  There  has  been 
little  in  the  whole  process  up  to  the  present  time  that  could  be 
designated  as  scientific. 

A  further  movement  is  now  in  progress  to  secure  the  association 
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of  all  the  brotherhoods  in  one  united  demand  upon  the  roads.  0». 
more  than  twenty-five  railway  systems  federation  of  the  four 
brotherhoods  is  in  effect,  and  on  others  working  agreements  exist 
between  two  or  three  of  these  organizations.  Recently  the  articles  of 
federation  of  these  four  unions  have  been  revised  to  permit  cooper- 
ation with  other  organizations  whose  membership  is  exclusively 
employed  by  railway  companies,  such  as  the  telegraphers  anci 
railway  clerks.  For  a  number  of  years,  the  conductors  and  the 
trainmen  have  cooperated  in  their  wage  demands.  The  present 
association  of  the  engineers  and  firemen  in  a  joint  movement  in  the 
West  may  well  be  considered,  in  the  light  of  earlier  unhappy  rela- 
tions, as  a  fraternization  of  the  lion  and  the  lamb.  Faced  by  thia , 
new  ideal  of  a  united  labor  force  in  an  undivided  country,  the 
public  may  well  give  heed  and  devote  its  best  thought  to  a  con" 
sideration  of  its  owe  interest  in  the  outcome. 

Thus  far  we  have  been  concerned  with  the  evolution  of  the  labor 
contract.  We  have  now  to  consider  the  extent  to  which  public 
authority  has  played  a  part  in  the  settlement  of  labor  conflicts.. 
And  here  we  may  well  confine  our  attention  to  federal  law  and 
practice.  The  railway  industry  has  become  so  completely  inde- 
pendent of  state  boundaries  that  state  regulation  of  wages  hai 
touched  only  incidentally  the  steam  railway  field. 

The  first  important  federal  statute  which  attacked  the  railway 
wage  problem  was  the  so-called  Erdman  Act  enacted  in  1898.  Evm 
this  law  remained  practically  unnoticed  upon  the  statute  books 
until  the  end  of  1906.  However,  when  its  possibilities  were  fully 
realized,  it  was  resorted  to  with  increasing  frequency,  so  that  in  the 
last  few  years  those  entrusted  with  its  administration  have  been 
almost  steadily  engaged  in  mediation  proceedings.  The  statute 
covered  interstate  railways  and  employees  engaged  in  train  service^ 
It  designated  as  mediators  two  federal  officials,  the  Commissioner' 
of  Labor  and  the  Chairman  of  the  Interstate  Commerce  Commift* 
sion.*  In  case  of  a  controversy  interrupting  or  seriously  threaten*' 
ing  to  interrupt  the  business  of  the  carrier,  the  mediators  at  the 
request  of  either  party  were  to  endeavor  to  effect  an  amicable 
settlement.  This  failing,  a  board  of  arbitration  might  be  ap- 
pointed consisting  of  three  persons,  one  named  by  each  of  the  c 
testants  and  the  third  by  the  two  already  selected,  or  in  case  of 
disagreement  by  the  mediators.  The  board  was  to  begin  hearing! 
within  ten  days  after  choice  of  the  third  arbitrator  and  to  file  its 

*  Later  amended  to  permit  the  retention  of  the  aamt  IndiTiduals  u  mediator!. 
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award  within  thirty  days  of  his  appointment.  The  signed  agree- 
ment to  arbitrate  had  to  carry  a  stipulation  that  the  status  of  the 
dispute  should  not  be  changed  pending  the  arbitration  except  that 
**no  employee"  should  *^be  compelled  to  render  personal  service 
without  his  consent."  Moreover  it  was  to  be  further  stipulated 
that  employees  dissatisfied  with  the  award  could  not  quit  the  service, 
nor  dissatisfied  employers  discharge  their  men  before  the  expira- 
tion of  three  months  without  thirty  days'  notice.  The  award  was  to 
be  final  unless  set  aside  for  errors  of  law  apparent  on  the  record, 
and  was  to  continue  in  force  for  a  year.  The  arbitrators  were 
empowered  to  administer  oaths,  require  the  attendance  and  testi- 
mony of  witnesses,  and  the  production  of  books  and  papers.  It  is 
significant  that  the  act  provided  mainly  for  the  well  organized 
groups  of  employees.  In  fact,  it  was  provided  specifically  that 
the  workers'  representative  on  the  arbitration  board  should  be 
named  by  the  labor  organization  involved,  if  such  existed,  and 
the  federal  officials  were  empowered  to  decline  to  call  a  meeting  of 
the  arbitrators  unless  they  were  satisfied  that  the  employees  sign- 
ing the  agreement  represented  a  majority  of  those  involved. 

Congress  had  the  arbitration  feature  principally  in  mind,  yet 
that  feature  proved  to  be  of  far  less  importance  and  efficacy  than 
the  mediation  section.  Dr.  Neill,  reviewing  the  working  of  the 
law  up  to  191S,  shows  that  out  of  forty-four  cases  in  which  media- 
tion was  invoked  only  eight  went  to  arbitration,  and  in  these  eight 
cases  arbitration  was  limited  to  certain  points  in  which  mediation 
had  failed.  Four  other  cases  were  submitted  to  arbitration 
directly. 

During  the  years  in  which  this  statute  was  in  force,  there  was 
no  case  of  repudiation  of  the  award  of  an  arbitration  board.  Medi- 
ation likewise  accomplished  its  purpose  in  practically  every  case  of 
importance  in  which  it  was  employed.  Procedure  imder  the  act 
was  purely  voluntary.  Neither  side  was  compelled  to  resort  to  it, 
and  neither  side  was  obliged  to  accept  the  offer  of  mediation  after  it 
had  been  made.  Furthermore,  the  mediators  had  no  power  to  inter- 
vene until  invited  by  one  of  the  contestants.  Yet  in  spite  of  the 
strict  legal  limitations  of  the  statute,  the  Imperative  necessity 
for  uninterrupted  transportation  and  the  power  of  the  public  to 
bring  its  will  to  bear  made  the  appearance  of  ^^f ree  will"  in  large 
degree  illusory.  Railway  managements,  faced  with  the  problem  of 
suspension  of  service,  realized  its  heavy  cost  to  them  financially 
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and  likewise  fully  appreciated  the  fact  that  an  incDDvenTeaced 
public  would  be  deaf  to  any  appeal  on  the  merits  of  the  controversy, 
and  would  visit  its  wrath  upon  the  delinquent  corporation.  There- 
fore it  is  not  surprising  to  find  that  the  railways  as  a  rule  were 
the  ones  to  appeal  to  the  mediators,  and  it  speaks  for  the  brother- 
hoods' sensitiveness  to  public  opinion  that  with  very  few  excep- 
tions they  agreed  to  mediation,  even  though  in  most  cases  they 
possessed  the  strategic  advantage  in  the  controversy.  It  has  been 
stated  that  the  mediators  were  not  empowered  by  the  Erdman  Act 
to  intervene  of  their  own  initiative,  yet  they  did  so  more  than 
once  at  the  request  of  the  President  of  the  United  States.  What 
appears  to  be  only  voluntary  "getting  together"  becomes  prac- 
tically compulsory  when  the  head  of  the  nation,  representing  the 
whole  people,  sends  his  "mediators"  to  the  scene  of  impending  con- 
flict. Refusing  to  listen  to  the  "request"  of  the  President  is  like 
refusing  to  pass  over  your  pocketbook  when  there  is  a  pistol  at 
your  head.  That  the  power  of  the  President  is  a  very  real  one  may 
be  shown  by  the  latest  and  most  striking  case  of  his  intervention. 
In  connection  with  the  controversy  between  the  western  railways 
and  the  engineers  and  firemen  under  arbitration  in  Chicago,  when 
the  federal  mediators  had  been  called  in,  and  a  crisis  had  resulted 
from  their  failure  to  secure  an  agreement,  the  following  telegra»' 
was  received  from  President  Wilson : 

Before  final  adverse  decision  by  either  side,  I  think  it  my  duty  to  ask' 
for  a  conference  with  representatives  of  both  sides  designated  to  confet 
with  me.    Mediation  must  not  fail. 

At  the  conference  which  followed,  the  President  presented  to  the 
railways  the  extreme  gravity  of  the  situation  into  which  the  coun- 
try would  be  plunged  if  a  strike  should  occur,  especially  in  view  oi 
the  conditions  brought  about  by  the  European  war.  He  expressed 
the  conviction  that  no  peaceful  solution  was  possible  except  that 
proposed  by  the  mediators,  which,  as  will  appear  was  merely  that 
of  arbitration  on  the  basis  demanded  by  the  employees,  and  ap- 
pealed to  the  patriotism  of  the  railways,  and  to  their  regard  for  the 
public  welfare  to  make  whatever  sacrifice  was  necessary  to  avert  a 
national  disaster.  No  course  was  open  but  to  accede  to  the  Presi- 
dent's request  with  the  best  grace  possible.  While  it  must  be  con- 
ceded that  the  President  has  in  such  cases  performed  a  real  service 
in  the  public  interest,  it  is  impossible  to  regard  his  action  as  wholly 
uninfluenced  by  any  ulterior  motive.    He  is  the  head  of  a  party  aa 
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Well  as  the  head  of  a  nation,  and  labor  disturbances  are  not  con- 
ducive to  part;  success.  This  practice,  unauthorized  by  statute, 
has  such  possibilities  of  unwise  exercise  that  it  should  be  employed 
only  when  there  is  no  alternative. 

As  controversies  assumed  larger  dimensions  and  the  concerted 
movement  became  a  regular  and  apparently  a  permanent  method  of 
negotiation,  it  was  realized  that  a  board  of  three  members,  in  which 
the  decision  lay  with  one  man  alone,  was  too  small  a  body  to  which 
to  entrust  issues  of  such  magnitude.  This  was  the  motive  for  re- 
placing the  Erdman  Act  in  1918  with  the  so-called  Newlands  Act. 
At  this  time  negotiations  were  being  conducted  between  the  railways 
and  the  conductors  and  trainmen  in  Eastern  Territory.  Both 
sides  realized  the  desirability  of  a  larger  board  and  pressed  for 
immediate  legislation.  Certain  changes  in  the  form  of  procedure 
long  recognized  as  needed  were  also  urged  and  adopted.  The 
Newlands  Act  provides  first  for  mediation  by  a  Board  of  Mediation 
and  Conciliation  consisting  of  a  permanent  commissioner  and  two 
other  government  officials.  They  are  given  the  power  not  possessed 
by  the  former  mediators  of  proffering  their  services.  In  case  the 
controversy  goes  to  arbitration,  the  board  may  consist  of  six 
members  rather  than  three,  if  the  parties  prefer — two  representing 
each  side  and  two  intermediaries  chosen  by  a  majority  vote  of  the 
four.  In  case  of  failure  to  choose  in  this  manner,  the  selection  is 
made  by  the  federal  mediators.  Details  of  arbitration  procedure 
need  not  here  be  dwelt  upon,  but  attention  should  be  called  to  the 
fact  that  a  majority  may  make  a  binding  award,  that  the  board  is 
to  confine  itself  in  its  decision  to  questions  spcclficlally  submitted 
or  to  matters  directly  bearing  theron,  and  that  misunderstandings 
concerning  the  interpretation  of  the  award  are  to  be  referred  back 
to  the  board.  Under  this  act  the  conductor's  and  trainmen's  arbi- 
tration of  last  year  was  heard  and  under  it  the  present  hearings  in 
Chicago  in  the  engineers*  and  firemen's  case  are  now  being  con- 
ducted. The  engineer's  arbitration  In  Eastern  Territory  in  1912 
was  held  under  an  extra- statutory  agreement  which  provided  for  a 
board  consisting  of  one  representative  each  from  the  railways  and 
the  employees,  and  five  men  representing  the  public. 

We  have  therefore  witnessed  In  this  country  a  series  of  concerted 
movements  extending  over  great  stretches  of  territory  and  covering 
the  period  from  1907  to  the  present  time,  in  which  four  different 
methods  of  settlement  have  been  applied, — mediation  under  the 
Erdman  Act,  arbitration  under  the  Erdman  Act,  mediation  fol- 
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lowed  by  arbitration  under  the  Newlands  Act,  and  arbitratian  by 
(Voluntary  agreement  outside  the  statute.  Which  of  these  methods, 
if  any,  is  a  panacea  for  labor  troubles  on  interstate  railways?  If 
no  one  of  them  stands  the  test,  can  our  experience  with  them  be 
made  the  basis  for  a  better  solution  of  this  difficult  problem? 

At  the  outset  it  may  be  asserted  that  the  avoidance  of  labor  con- 
flicts is  not  the  sole  object  or  the  ultimate  goal  of  wage-regulating 
legislation,  and  that  the  absence  of  strikes  is  not  a  final  index  of  the 
success  of  the  laws  which  have  been  described.  It  is  of  course 
obvious,  particularly  when  the  transportation  industry  is  under 
consideration,  that  the  maintenance  of  normal  operating  condi- 
tions is  an  end  greatly  to  be  desired.  From  the  standpoint  of  the 
general  public,  which  can  only  occasionally  be  made  to  look  below 
the  surface,  this  appears  to  be  the  one  and  only  object  of  all 
legislation  relative  to  mediation  and  arbitration.  It  seems  to  be 
the  thought  uppermost  in  the  mind  of  our  Chief  Executive  when  he 
makes  his  appeal  to  the  railways  in  behalf  of  the  American  people. 
This  is  doubtless  the  expression  of  a  feeling  that  whether  or  not 
the  results  of  mediation  are  absolutely  just  and  fair  to  both  sides, 
the  likelihood  of  any  more  equitable  outcome  from  a  labor  conflict 
is  somewhat  remote,  and  that  even  if  a  more  satisfactory  verdict 
were  reached  through  force  of  arms,  the  advantage  would  be  far 
outweighed  by  the  cost  of  the  conflict.  Moreover,  although  it 
would  be  rash  to  assert  that  there  will  never  be  another  railway 
strike  of  large  proportions,  the  likelihood  of  such  an  outcome  of 
any  controversy  is  growing  more  and  more  remote.  We  have  not 
had  a  railway  strike  of  any  magnitude  for  twenty  years.  It  is 
true  that  the  balance  of  power  in  the  control  of  wage  conditions  haa 
passed  for  the  moment  from  the  railways  to  organized  railway 
labor.  It  is  true  that  strike  votes  are  always  taken,  and  that  these 
result  in  entrusting  to  the  grand  ofBcers  of  the  brotherhoods  the 
power  to  call  a  strike  at  their  discretion.  But  these  polls  are  in 
most  instances  mere  devices  to  strengthen  the  strategic  bargaining 
power  of  the  organizations.  It  is  always  the  confident  expectation 
of  the  grand  officers  that  possession  of  the  power  will  make  ita 
exercise  unnecessary. 

Prompt  adjustment  of  the  instant  controversy  was  the  service 
that  the  able  mediators  under  the  Erdman  Act,  Judge  Knapp  and 
Dr.  Neill,  performed.  They  succeeded  in  nearly  every  mediatioQ 
which  they  conducted  in  reaching  an  adjustment  to  which  botli 
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sides  were  willing  to  agree,  and  today  railway  managers  and  em- 
ployees are  unanimous  in  commending  the  work  of  those  public 
servants.  They  prevented  labor  conflicts,  an  outcome  which  satis- 
fied the  public,  and  they  compromised  the  disputes  with  such  a 
degree  of  success  that  although  neither  side  was  satisfied,  both  were 
willing  to  abide  by  the  result  and  the  employees  were  contented  to 
delay  for  a  season  a  renewal  of  their  attack  upon  the  railway 
**wage  fund.** 

The  wisdom  of  so  framing  the  statute  as  practically  to  designate 
two  specific  individuals  as  mediators  became  evident,  as  these 
gentlemen  grew  more  and  more  familiar  with  the  complex  details  of 
the  wage  schedule  and  were  able  to  adjust  controversies  with 
increasing  intelligence.  It  more  than  once  happened  that  they  were 
called  in  to  pass  on  the  merits  of  an  existing  schedule  which  they 
themselves  had  had  a  part  in  constructing.  The  element  of  perma- 
nence in  the  mediating  body  made  possible  the  development  of  an 
expert  proficiency  in  the  work  of  adjustment.  The  weakness  of  the 
method  was  contained  in  its  very  nature.  It  was  a  mediation  and 
not  an  arbitration.  The  function  of  the  mediators  was  in  no  real 
sense  to  enter  into  the  merits  of  the  controversy.  Judge  Knapp  has 
thus  interpreted  their  duties  :^ 

It  has  been  the  conception  of  those  who  have  acted  in  this  capacity 
that  their  duty  is  not  to  determine  what  settlement  they  think  oaght  to 
be  made^  but  to  find  out  what  settlement  can  be  made.  Although  the 
public  is  really  the  third  party  and  perhaps  the  most  important  party 
to  a  labor  dispute,  nevertheless  the  public,  that  is  to  say,  society,  is  not 
concerned  or  interested  in  the  terms  of  settlement.  All  society  asks  is 
that  there  be  a  settlement,  so  that  the  work  may  go  on  without  further 
delay. 

Dr.  NeiU  writes  as  follows : 

Their  functions  consist  solely  in  exercising  friendly  offices  and  at- 
tempting to  harmonize  the  differences  existing  between  the  employer 
and  the  employees  and  by  inducing  concessions  from  each  side  to  bring 
them  to  a  voluntary  agreement  upon  all  the  points  at  issue.* 

This  policy  of  seeking  an  adjustment  rather  than  a  judgment  on 
the  merits  of  the  issue  is  well  shown  in  the  aigineers'  and  firemen's 
case  of  this  present  year  in  Western  Territory  in  which  President 
Wilson  intervened.  When  the  employees  presented  their  demands, 
the  railways  canceled  existing  schedules  and  made  counterdemands. 

"  Proe§$ding9  Itth  Annual  M€$ting,  National  Civic  Federation,  1919,  pp.  SO-31. 
*U.  S.  Bureau  of  Labor  BulUtin  No.  96,  p.  15. 
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To  these  the  employees  vigorously  objected,  insisting  that  they 
would  give  up  nothing  that  they  had  gained  in  their  years  of 
struggle,  and  refusing  to  consider  any  terms  except  those  which 
they  themselves  had  proposed.  The  federal  mediators  when  called 
in,  accepted  the  point  of  view  of  the  employees,  apparently  because 
they  found  that  there  was  no  other  way  to  avoid  a  strike.  This 
^^compromise"  the  employees  promptly  agreed  to,  contending  that 
they  had  gone  half  way  in  accepting  arbitration  at  all,  since  they 
had  earlier  asserted  that  they  would  never  again  resort  to  a  method 
which  had  produced  results  so  unsatisfactory  to  them.  Hence  the 
railways  were  put  in  the  position  before  the  public  of  declining  the 
proposal  of  a  federal  mediation  board  which  the  employees  had 
accepted.  They  had  been  out-manoeuvered  and  their  capitulation 
was  inevitable  even  before  they  made  their  call  at  the  White  House. 
Statistical  demonstration  of  the  compromise  character  of  the 
mediation  verdicts  is  shown  in  the  following  siunmary,^  prepared 
by  Professor  Cunningham  of  the  rates  of  pay  in  force,  demanded, 
and  awarded  by  the  mediators,  on  the  Baltimore  and  Ohio  Railroad 
in  1910.  It  should  be  noted  that  the  old  rates  on  the  Baltimore 
and  Ohio  were  at  the  time  the  highest  rates  paid  in  the  East  with 
the  exception  of  those  on  the  Pennsylvania,  and  that  the  award  was 
made  tiie  principfil  basis  for  settiement  with  all  the  other  eastern 
roads.  The  award  is  a  perfect  example  of  "splitting  the  differeiice.'' 

Baltimore  and  Ohio  Railboad — 1910 

Cents  per  mile 
Old  Rates 

Rates    Demanded    Award 

Through  Passenger  Conductors 2.60             9.75  9.68 

Through  Freight  Conductors 3.465           3.80  3.63 

Through  Passenger  Brakemen 1^             1.65  1.50 

Through  Frei^t  Brakemen 9.31             9.53  9.49 

It  may  be  pointed  out  here  that  those  who  rhapsodize  over  the 
beauties  of  mediation  as  a  means  of  bringing  together  in  brotherly 
converse  the  employer  and  his  employees,  do  not  correctly  describe 
the  situation  as  far  as  railways  are  concerned.  In  these  railway 
wage  contA)versies  the  two  sides  never  see  each  other.'  The  media- 
tor does  not  even  carry  messages  from  one  to  the  other.  He  is  the 
confidential  repository  of  the  concessions  which  each  side  is  willing 
to  make,  and  when  these  concessions  have  become  sufficiently  large 
to  bring  the  contestants  together  he  proposes  a  compromise.  It  is 
^  Quart  Javr,  of  Economies,  Not.»  1910,  p.  144. 
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game  of  strategy  in  which  diplomatic  talent  of  the  highest  order  is 
squired  on  the  part  of  the  mediator. 

It  is  worthy  of  note  that  in  no  instance  has  the  original  demand 
»r  a  modification  of  existing  schedules  come  from  the  railways, 
^ilway  managers  have  apparently  felt  it  wiser  to  let  well  oiough 
one.  They  have  preferred  to  cut  down  or  readjust  their  working 
»rces  in  times  of  light  traffic  rather  than  bring  on  a  struggle  by 
psetting  fundamental  conditions.  This  is  partly  to  be  explained 
Y  the  fact  that  during  most  of  the  period  under  consideration 
iilways  dealt  separately  with  their  own  employees  and  were  in  a 
eaker  position  strategically  than  now  under  the  plan  of  concerted 
ovements.  Moreover,  it  is  more  than  probable  that  increases  in 
ages  did  not  distress  them  so  seriously  in  the  days  when  the 
ipacity  of  their  plants  left  some  leeway  for  expanding  business, 
id  when  there  was  a  more  generous  margin  between  income  and 
atgo. 

In  view  of  the  fact  that  the  controversies  have  always  had  their 
rigin  in  a  demand  from  the  side  of  the  employees,  the  verdict  even 
lough  a  compromise  has  always  resulted  in  giving  something  to  the 
len.  It  has  meant  a  steady  increase  in  wages  and  a  steady  im- 
rovement  in  working  conditions.  This  does  not  mean  that  the  in* 
reases  are  necessarily  imjust.  But  under  the  conditions — ^with  the 
:rategic  advantage  on  the  side  of  the  employees  whether  dealing 
ith  one  railway  or  a  group — ^the  result  is  inevitable.  Even  if  the 
iilways'  unwillingness  to  grant  the  demands  has  merit,  there  is  no 
ay  of  enforcing  their  claims.  Playing  a  game  in  which  the  cards 
re  stacked  against  them,  they  must  acquiesce  in  the  outcome, 
hich  usually  whittles  down  but  never  rejects  the  demands  of  the 
nployees. 

These  mediation  proceedings  in  the  nature  of  the  case  have  been 
icret.  No  details  have  ever  been  given  out  and  even  the  agreement 
as  not  been  made  public  unless  the  parties  authorized  it.  It  is 
irident  therefore  that  the  public  has  had  little  information  upon 
hich  to  judge  the  equitableness  of  the  settlements.  They  have 
aly  known  that  peace  has  reigned. 

As  the  size  of  the  contesting  forces  has  widened  the  gap  between 
nployer  and  employee,  as  the  conflicts  have  become  more  serious, 
ad  as  the  increasing  gravity  of  the  railways'  financial  condition 
18  made  a  wage  increase  a  matter  of  genuine  alarm,  resort  has 
»en  taken  more  commonly  to  the  method  of  arbitration.    This  has 
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meant  the  choice  of  one,  or  under  the  amended  statute  two, 
partisan  arbitrators.  Selection  has  been  a  task  of  the  greatest 
difficulty.  In  aimost  no  case  have  the  representatives  of  the  con- 
testants been  able  to  agree  on  the  independent  member  or  members 
of  the  board,  and  the  burdensome  duty  has  fallen  on  the  government 
mediators.  These  officials  have  as  a  rule  consulted  the  two  sides 
before  making  their  selections,  and  have  often  requested  lists 
of  acceptable  men,  in  the  hope,  says  Dr.  Neill,  that  at  some  time 
the  same  name  might  appear  on  both  lists,  but  it  never  did. 

The  independent  arbitrator,  like  the  juryman,  must  have  no 
preconceptions.  His  affiliations  with  life  must  be  untainted  by 
contact  with  railways.  If  he  has  ever  had  experience  in  an  arbi- 
tration, he  is  likely  to  have  incurred  the  displeasure  of  one  side  or 
the  other  sufficiently  to  render  him  unacceptable.  It  follows  that  he 
must  be  a  man  so  far  removed  from  the  controversy  and  so  com- 
pletely dissociated  from  the  railway  industry  that  qualification  for 
his  task  necessarily  involves  profound  ignorance  of  the  subject. 

But  it  is  obvious  that  while  impartiality  and  diplomatic  skill  are 
necessary,  ignorance  of  the  questions  at  issue  is  not.  A  wage  sched- 
ule is  a  complex  affair  and  its  complexity  is  growing  with  the  ten- 
dency to  lay  greater  stress  on  working  conditions  and  less  on  rates 
of  pay.  In  the  conductors'  and  trainmen's  case,  for  example,  the 
board  had  to  consider  the  demands  of  conductors,  baggagemen, 
brakemen,  and  flagmen  in  passenger,  freight,  and  yard  service,  in 
local  and  through  service,  in  electric  and  steam  service ;  and  it  had 
to  pass  upon  questions  such  as  length  of  the  working  day,  overtime 
and  how  computed,  compensation  for  dcadheadings,  for  double- 
headed  trains,  and  for  holding  men  away  from  their  home  terminals. 
The  representatives  of  the  two  factions  are  experts  chosen  for  their 
thorough  knowledge  of  the  issues  and  their  skill  in  presenting  them. 
The  umpire  enters  the  hearings  usually  with  no  acquaintance  even 
with  the  elementary  principles  of  railway  wage  schedules.  He 
listens  to  the  highly  technical  testimony  of  witnesses — employees 
and  operating  officials — and  at  the  conclusion  of  the  hearings  he  is 
set  upon  in  conference  by  the  other  two  so-called  arbitrators.  His 
superficial  half-kn  owl  edge  results  in  inconsistent  rulings,  and  his 
lack  of  background  leads  him  to  the  natural  conclusion  that  there 
is  merit  in  the  contentions  of  both  sides,  and  that  justice  lies  some- 
where between.  The  unsatisfactory  verdict,  frequently  ambiguous 
and  conflicting  in  its  different  provisions,  gives  opportunity  for  a 
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further  continuance  of  the  struggle  on  the  indiyidual  railways  that 
have  been  parties  to  the  concerted  movement.  Employees  take  ad- 
vantage of  the  vagueness  of  the  award  to  demand  terms  from  their 
own  immediate  employers  that  were  not  contemplated  by  the  board, 
and  railways  use  these  ambiguities  as  an  excuse  for  delaying  the 
inauguration  of  the  new  schedule  until  supplementary  rulings  can 
be  obtained.  These  decisions  of  arbitration  boards  lay  down  no 
helpful  precedents  for  future  action,  and  have  no  general  educa- 
tional value.  The  situation  is  in  no  wise  improved  when  two 
umpires  take  the  place  of  one.  What  is  needed  in  the  independent 
arbitrators  is  not  merely  a  high  degree  of  mentality  or  diplomatic 
skill,  or  profound  knowledge  of  the  labor  problem  in  general,  but 
rather  a  thorough  familiarity  with  conditions  of  railway  labor. 
This  compromise  practice  into  which  independoit  arbitrators  are 
forced  by  their  lack  of  expert  information  is  illustrated  in  the 
conductors'  and  trainmen's  case  in  Eastern  Territory  last  year. 
In  that  case  the  railways  contended  that  the  employees  had  re- 
ceived increases  in  1910  which  placed  them  on  a  par  with  other 
classes  of  trainmen  in  191S  and  that  therefore  no  increase  was 
justified.  With  this  position  the  employees  took  issue.  It  was  a 
critical  point  in  the  case,  yet  the  arbitrators  were  unable,  by 
their  own  frank  admission,  to  become  sufficiently  competent  in  the 
space  of  the  two  months  allowed  by  the  agreement,  to  decide  this 
fundamental  issue. 

But  not  alone  in  the  actual  awards  have  the  decisions  of  the 
boards  been  unsatisfactory.  In  many  cases  the  explanations  of 
these  decisions  have  been  unimpressive,  and  the  reasoning  imac- 
ceptable.  In  the  firemen's  case  in  191S  the  arbitrators,  with  a 
shrewdness  which  ought  to  find  more  imitators,  handed  down  their 
decision  and  gave  no  reasons  whatever.  A  careful  reading  of  the 
decision  in  the  conductors'  and  trainmen's  case  leaves  one  with  a 
lurking  suspicion,  which  it  is  difficult  to  dispel,  that  the  board  de- 
cided first  on  the  amount  of  increase  to  be  granted  and  later  found 
a  reason  therefor.  The  engineers'  board  of  1912  discussed  at 
some  length  the  insoluble  problem  as  to  what  is  the  basis  of  a  fair 
wage.  They  were  forced  to  the  conclusion  that  the  science  of 
economics  furnished  no  answer,  and  that  they  could  only  approxi- 
mate an  answer  by  comparing  railway  wages  for  similar  service  in 
other  parts  of  the  coimtry  and  wages  in  other  industries  of  like 
character.     It  is  no  reflection  on  their  method  to  point  out  that 


American  EconoTtuc  Atgociation 


in  order  to  use  this  comparison  they  employed  statistics  the  value 
of  which  was  extremely  doubtful.  How  the  award  of  this  board  was 
received  by  the  railway  labor  world  in  general  cannot  be  expressed 
better  than  in  the  picturesque  language  of  Af  r.  Stone,  chief  of  the 
Brotherhood  of  Locomotive  Engineers,  in  his  testimony  before  the 
Senate  Committee  on  Interstate  Commerce  in  1913: 

.  .  ,  They  selected  five  men  of  international  reputation,  very  learned 
men  in  their  professions,  but  who  knew  absolutely  nothing  abont  the 
A  B  C  of  railroading  or  the  fundamental  principles  underlying  a  wage 
scale.  They  would  not  have  known  a  box  car  from  a  freight  car,  or  a 
passenger  engine  from  a  freight  engine,  if  they  had  met  them  coming 
down  the  street.  They  started  in  to  make  a  wage  scale  for  32,000  men, 
with  the  local  conditions  underlying  the  54  railroads,  and  the  result 
was  that  they  stayed  together  as  a  unit,  and  if  reports  are  correct  these 
five  men  representing  the  public,  for  fear  they  might  become  contami- 
nated with  the  other  members  of  the  board,  held  meetings  of  their 
own,  which,  if  true,  was  an  offense  absolutely  inexcusable,  in  my  opinion. 
The  result  was  that  when  the  full  board  did  meet  the  steam  roller 
worked  overtime  and  they  had  their  own  way.  We  got  what  they  called 
an  award.     Nobody  knows  yet  what  that  award  really  means. 

On  the  29th  day  of  April,  1913,  we  signed  a  contract  to  arbitrate.  It 
was  to  be  binding  for  one  year  from  that  date — May  1,  It  expired 
on  May  1  of  this  year.  On  the  28th  day  of  November  they  handed 
down  the  first  draft  of  their  award.  On  the  1 6th  day  of  February  they 
handed  down  a  subdraft  of  the  report,  or  rather  an  additional  ex- 
planatory draft  of  what  the  original  draft  really  did  mean.  And  now 
we  are  back  to  them  trying  to  find  out  what  the  last  award  they  handed 
down  really  means.  And  now  that  the  time  limit  has  expired — on  May 
1  of  this  year — only  19  roads  of  the  54  have  put  it  into  operation,  and 
we  are  still  trying  to  get  the  rest,  and  we  hope  at  least  that  our 
grandchildren  will  get  the  benefit  of  the  award.  .  .  .  They  were  very 
learned  gentlemen  in  their  particular  class.  One  man  has  an  intei^ 
national  reputation  as  a  geologist.  He  wrote  a  part  of  some  80  or  90 
pages  of  this  report,  on  political  economy  and  sociology,  and  arbitrated 
a  number  of  questions  that  no  one  dreamed  would  ever  be  arbitrated. 
That  was  the  unfortunate  feature  of  it. 

Possibly  Mr.  Stone's  indignation  was  somewhat  enhanced  by  the 
relatively  amall  increase  in  wages  that  he  obtained.  But  his 
criticism  of  the  method  of  arbitration  is  fundamentally  sound.  Be 
ing  extra-statutory,  the  board  declined  to  put  witnesses  under 
oath.  Its  decisions  were  not  confined  to  the  testimony.  On  the 
contrary,  several  months  were  spent  in  accumulating  additional 
material  after  the  hearings  closed.  Its  rulings  were  capable  of 
much  misinterpretation,  and  negotiations  on  individual  railways 
dragged  on  interminably.  The  men  did  not  care  to  renew  the 
eiqwriment. 
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It  becomes  clear  then  that  a  substitution  of  arbitration  for  medi- 
ation has  lost  to  the  country  and  to  the  contestants  the  expert  ser- 
vice of  trained  mediators.  Moreover,  because  of  the  method  of 
selection,  and  the  type  of  men  chosen  as  intermediaries,  the  arbi- 
tration procedure  has  become  largely  a  formality  resulting  in  com- 
promise verdicts,  which  as  shown  by  the  discussion  have  not  been 
thus  far  as  satisfactory  to  either  side  as  were  the  agreements  under 
the  mediation  process.  We  have  not  therefore  obtained  either  from 
the  mediation  method  or  that  of  arbitration  results  of  enduring 
value.  Under  the  policy  of  mediation  we  have  developed  experts 
in  the  interpretation  of  railway  wage  schedules,  but  these  experts 
have  been  debarred  by  the  very  nature  of  their  office  from  consider- 
ing issues  on  their  merits.  Under  arbitration,  the  forms  of  a 
judicial  hearing  have  been  conscientiously  observed,  attempts  have 
been  made  to  weigh  evidence  and  to  reach  just  conclusions;  but 
the  men  upon  whom  the  burden  of  decision  has  fallen  have  not  been 
experts.  One  of  the  important  consequences  of  this  is  that  the 
public,  whose  agents  the  independent  arbitrators  are  supposed  to 
be,  has  been  at  a  disadvantage,  and  has  not  been  adequately, 
represented. 

It  must  be  clear  that  we  need  above  all  things  else,  for  the  hand- 
ling of  these  great  labor  disputes,  a  group  of  independent  persons 
who  have  become  expert  through  permanence  of  tenure.  Will  such 
men  be  chosen  voluntarily  by  the  two  sides  as  arbitrators  or  are 
they  likely  to  incur  to  such  an  extent  the  hostility  of  one  side  or 
the  other  as  a  result  of  some  one  of  their  awards  as  to  make  their 
services  useless  for  succeeding  arbitrations?  It  would  be  natural 
to  expect  that  any  permanent  body  of  arbitrators  would  quickly 
become  unacceptable  to  one  side  or  the  other  or  both.  The  long 
continued  success  of  the  mediators  under  the  Erdman  Act  was  in 
large  part  due  to  the  fact  that  they  made  no  pretense  of  settling 
questions  on  their  merits.  A  settlement  after  thorough  investiga- 
tion will  not  usually  strike  the  middle  point  between  the  contesting 
sides.  Again  it  is  the  fear  of  the  employers  that  such  a  board 
would  **get  into  politics"  and  of  the  employees  that  it  would  fall 
into  the  hands  of  the  employing  class.  Mr.  Carter,  president  of 
the  firemen's  brotherhood,  asserts  that  if  the  same  class  of  men 
were  selected  for  permanent  arbitrators  that  is  usually  selected 
for  higher  judicial  positions,  we  should  find  men  whose  recognition 
of  property  rights  was  morq  pronounced  than  that  of  the  rights 
of  man. 
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If  such  a  board  of  official  arbitrators  were  created  aac 
parties  to  the  contest  should  refuse  to  invoke  their  services,  ougbt 
they  to  be  compelled  to  do  so?  Ought  we  to  attempt  to  introduce 
compulsory  arbitration?  Such  a  proposal  does  not  at  the  present 
time  command  serious  attention.  The  enthusiasm  for  it  in  this 
country  has  perceptibly  cooled  in  recent  years.  I  agree  with  thq 
position  of  Professor  T.  S.  Adams  that  compulsory  arbitration 
applied  to  a  public  service  industry  like  the  railway  would  probably 
be  held  to  be  constitutional,  and  I  am  inclined  to  believe  that  his 
plan  for  "compulsory  collective  bargaining"  in  industries  of  this 
character  is  economically  workable.*  But  the  impracticability 
from  the  political  standpoint  of  this  form  of  arbitration  rules  it 
out  of  consideration  for  the  present. 

Compulsory  arbitration  has  not  realized  its  early  promise  in 
countries  where  it  has  been  tried.  One  of  the  fairest  and  most 
sagacious  students  of  the  labor  problem  in  the  South  Seas,  Dr. 
Victor  Clark,  has  reached  the  conclusion  that  compulsory  arbitra- 
tion has  been  successful  only  among  unorganized  laborers  and 
that  the  powerful  trade  unions  have  not  been  prevented  from  strik- 
ing when  it  has  been  to  their  interest  to  do  so.  Compulsory 
arbitration  succeeded  in  the  early  years  when  the  laborers  were 
securing  constant  increases  in  their  wages,  but  the  ardor  of  the 
unions  has  cooled  as  the  verdicts  have  become  less  favorable.  It 
is  of  interest  to  note  that  even  in  decisions  under  compulsory  arbi- 
tration the  lure  of  the  compromise  is  ever  present.  A  recent 
investigator  of  conditions  in  New  Zealand  has  the  following  to  say 
concerning  the  basis  upon  which  decisions  have  been  rendered:' 

The  various  judges  who  have  at  different  times  presided  over  the 
conrt  disclaim  for  their  judgments  any  basis  af  profit-sharing.  Nor  do 
they  seem  to  have  taken  more  than  general  notice  of  increasing  cost  of 
living,  though  this  point  is  often  eraphasized  by  the  trade-nnion 
representatives  in  argument  before  the  court.  The  cnstomary  wa^es 
in  the  industry  under  review  and  in  others  of  a  similar  nature  have  some 
bearing  on  the  results  reached,  but  in  general  it  evidently  has  been  a 
case  of  "charging  what  the  traffic  will  bear,"  or  as  Judge  Heydon  of 
Sydney  stated  it,  the  men  are  given  what  in  the  court's  opinion  they 
might  have  secured  without  a  court,  considering  their  own  union  strength 
and  the  resisting  power  of  their  employers. 

This  seems  to  throw  us  back  to  the  point  from  which  we  started. 
As  a  matter  of  fact  the  situation  is  hopeless,  and  will  remain  so, 

*  Adams  and  Sumner's  Labor  ProbUmt,  p.  3S8. 
■  Kennaday  In  ¥aU  Rmiev;,  May,  1910. 


Public  Regtdation  of  Railway  Wages  S66 

as  long  as  we  delude  ourselves  into  thinking  tiiat  we  can  under 
present  economic  conditions  find  a  basis  for  wages  in  any  theory 
of  ultimate  reasonableness.  It  may  be  that  we  are  not  merely 
chasing  a  will-o-the-wisp  when  we  are  hunting  for  a  reasonable 
wage,  but  we  are  at  any  rate  seeking  the  unattainable.  No  more 
in  the  determination  of  a  wage  scale  than  in  the  determination  of 
a  railway  rate  is  there  an  exact  mathematical  formula  for  reason- 
abloiess.  So  long  as  the  two  parties  to  the  dispute  are  free  to 
dicker  undisturbed  by  outside  influences,  the  conclusions  reached 
will  be  the  resultant  of  the  bargaining  skill  and  brute  force  of 
the  contending  factions ;  if  arbitrators  intervene  guess-work  and 
compromise  will  play  their  part.  Moreover,  we  are  dealing  here 
with  an  industry  in  which  an  interruption  of  service  quickly  be- 
comes intolerable.  Consequently  we  cannot  permit  the  con- 
testants to  settle  their  differences  by  employing  the  customary 
weapons  of  labor  warfare.  So  we  set  up  devices  under  the  sanc- 
tion of  law  as  a  substitute  for  force.  As  a  rule  and  in  the  long 
run  these  arbitration  boards  will  give  to  the  men  what  they  might 
if  left  undisturbed  have  secured  by  their  own  efforts.  The  public 
has  gained  peace  but  it  has  not  reached  any  final  solution  of 
the  wage  problem. 

No  escape  from  the  obstacles  with  which  this  question  is  beset 
will  here  be  attempted,  but  it  is  submitted  that  the  gravity  of 
the  situation  will  be  much  relieved,  and  the  question  far  more 
intelligoitly  handled,  if  provision  is  made  for  a  compulsory  in- 
vestigation by  non-partisan  experts  of  the  issues  involved  in  any 
controversy,  and  for  the  proper  presentation  of  the  results. 
Specifically,  the  principle  of  the  Canadian  Industrial  Disputes 
Act  should  be  adopted  in  this  country.  This  act  declares  a  lock- 
out or  a  strike  to  be  illegal  until  the  matters  in  dispute  have  been 
investigated  by  a  government  board,  and  pending  the  investigation 
conditions  are  to  remain  as  they  were  before  the  dispute  arose.  In 
Canada,  the  investigating  boards  are  temporary,  appointed  for 
the  immediate  controversy  and  discharged  when  their  reports  have 
been  rendered.  They  consist  of  three  members,  one  representing 
each  side  and  a  third  chosen  as  umpire  by  the  two,  or,  if  the  two  fail 
to  agree,  by  the  Minister  of  Labor.  However,  these  boards  are  not 
merely  for  investigation.  In  fact,  their  main  purpose  is  to  effect 
a  conciliation  and  avoid  a  strike.  Our  experience  with  the  railway 
labor  situation  as  summarized  in  this  discussion  would  lead  us  to 
expect  that  a  board  chosen  in  the  Canadian  fashion  would  not  meet 
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the  requirements.  While  in  Canada  the  same  man  has  frequently 
served  as  chairman  on  different  boards,  there  is  no  requirement 
that  he  shall  do  so.  In  this  country,  in  the  present  temper  of 
labor  and  capital,  there  is  little  likelihood  that  the  same  man  would 
be  acceptable  for  long.  If  a  new  man  is  chosen  each  time  he  lacks 
the  necessary  knowledge  and  experience.^^ 

Those  responsible  for  the  investigation  and  its  results  should  be 
permanent  government  officials  devoting  their  time  exclusively  to 
this  work.  While  an  investigation  is  under  way,  they  might  very 
properly  be  assisted  and  checked  by  representatives  of  the  two 
sides. 

The  call  for  expert  investigators  is  so  imperative  as  to  require 
little  argument.  In  the  first  place,  the  merits  of  the  immediate 
issues  need  to  be  studied  by  those  who  possess  the  necessary  qualifi- 
cations, and  all  the  facts  that  would  be  helpful  in  creating  an  en- 
lightened public  opinion  should  be  disclosed.  Mediators  and 
arbitrators,  limited  as  they  have  been  in  time,  and  restricted  to 
issues  directly  submitted,  have  in  most  cases  confined  themselves 
to  the  immediate  wage  contract.  As  a  consequence  one  adjust- 
ment has  been  of  little  or  no  assistance  for  the  next.  It  might  well 
be  one  of  the  functions  of  such  a  body  to  make  the  public  realize 
that  a  reasonable  wage  is  impossible  of  attainment.  We  need 
much  enlightenment  on  such  fundamental  issues  as  the  relation 
of  wages  to  cost  of  living,  and  to  railway  operating  efficiency. 
Such  questions  as  the  following  are  demanding  intelligent  answers : 
Is  there  any  logical  relation  between  railway  wages  and  railway 
output?  between  wages  and  the  capacity  and  efficiency  of  the 
plant?     For  example,  is  there  any  proper  connection  between  a 

^  Professor  Adam  Shortt  of  the  Canadian  Civil  Service  Commission  who  has 
served  as  chairman  of  a  number  of  boards,  including  several  involving  railway 
cases,  in  a  letter  to  the  writer  of  this  article,  suggests  as  a  solution  for  the 
difficulty  in  Canada  that  three  or  four  persons  be  named  by  the  government  as 
constituting  a  panel  of  eligible  persons  from  which  the  chairman  of  each 
board  must  be  selected.  ''It  is  essential  to  the  most  effective  service  of  the 
chairman,  that  he  should  not  be  forced  upon  the  parties;  and  yet  it  is  equally 
essential  that  he  should,  in  large  and  complex  cases,  have  considerable  previous 
knowledge  of  the  conditions  involved,  and  that  he  should  also  have  experience 
in  dealing  with  such  cases.  Asstuning  that  one  man  has  this  combination  of 
qualifications  in  gpreater  degree  than  any  others,  he  will  be  more  frequently 
selected  or  accepted  with  confidence  and  have  greater  influence  in  effecting  the 
desired  results,  if  he  is  selected  from  a  number  of  available  chairmen  and  is 
not  the  only  person  allowed  to  serve.** 
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trainman's  wages  and  an  increase  in  trainload?  between  an  en- 
gineer's wages  and  an  increase  in  tractive  power?  Again,  have 
the  risks  and  responsibilities  of  trainmen  increased  or  decreased 
with  the  introduction  of  modem  operating  tools  and  methods? 
Is  the  working  life  of  a  trainman  shorter  than  that  of  his  fellow 
worker  in  similar  industries  outside?  How  does  the  railway  em- 
ployee's wage  compare  with  that  of  workers  in  other  highly  skilled 
occupations?  Are  the  brotherhoods  receiving  wages  out  of  pro- 
portion to  those  of  other  classes  of  railway  labor?  Is  there  and 
should  there  be  any  relation  between  railway  wages  and  railway 
revenue?  Is  the  question  of  fair  wages  involved  with  the  questions 
of  fair  interest  and  fair  profits? 

A  group  of  permanent  investigators  would  develop  skill  in  weigh- 
ing evidence,  would  build  up  a  body  of  valuable  precedent,  would 
accumulate  an  experience  that  would  be  enriched  constantly  with 
the  passing  of  the  years.  For  these  labor  struggles  move  in 
cycles,  and  the  issues  that  investigators  had  passed  upon  would 
appear  again  in  familiar  form  as  the  basis  for  later  demands. 
Morover,  these  men  would  acquire  facility  in  the  presentation  of 
the  results  of  their  investigations  in  terms  that  the  public  could 
understand.  It  is  essential,  if  public  opinion  is  to  be  invoked  in 
aid  of  settlements,  that  the  issues  shall  be  freed  of  all  technicalities 
and  stated  in  a  manner  to  arouse  public  interest  and  stimulate 
public  discussion.  The  difficulty  of  such  a  task  is  often  un- 
derestimated. 

Again,  it  is  not  too  much  to  hope  that  such  an  investigating 
board  might  sometimes  effect  a  settlement  between  the  parties  dur- 
ing the  period  of  investigation.  Professor  Adam  Shortt,  whose 
connection  with  the  Canadian  Act  has  already  been  referred  to, 
writes  thus  of  his  own  experience : 

.  .  .  More  than  half  the  battle^  in  several  of  the  larp^st  cases  on 
which  I  acted^  consisted  in  getting  one  or  other^  sometimes  both^  of  the 
parties  to  simply  bring  their  case  before  the  board.  The  chief  argmnent 
in  winning  them  over  was  that  the  threshing  out  of  the  situation  before 
the  board  did  not  commit  either  party  in  advance  to  any  feature  in  a 
settlement  or  even  to  any  settlement  at  all.  But  once  induced  to  pre- 
sent their  cases  with  perfect  freedom  as  to  the  results^  and  once  the 
chairman  could  secure  the  confidence  of  both  parties^  a  settlement  was 
yirtually  insured^  as  the  alternative  evils  and  losses  were  quite  obvious. 

The  success  of  the  investigators  in  settling  disputes  during  the 
progress  of  the  investigation  would  depend  upon  the  personality 


of  the  government  investigators  and  their  skill  In  building  up  a 
reputation  for  impartiality.  The  tendency  would  of  course  be 
for  them  to  become  increasingly  unpopular  as  time  went  on,  for 
their  conclusions  concerning  issues  investigated,  if  of  a  character 
to  command  public  confidence,  would  frequently  strike  hard  at  the 
contentions  of  one  side  or  the  other.  But  whether  these  investiga- 
tors are  to  be  permanently  acceptable  to  the  opposbg  factions 
is  not  after  all  the  controlling  consideration.  These  are  public 
questions  and  it  is  the  public  that  demands  enlightenment. 

As  already  noted,  such  a  plan  would  forbid  strikes  or  lockouts 
during  the  period  of  investigation.  After  the  results  were  pub- 
lished, this  restraint  would  be  removed.  But  the  likelihood  of  a 
labor  outbreak  following  the  publication  of  the  results  of  an  in- 
vestigation would  be  remote.  The  very  fact  that  the  contestants 
would  be  compelled  to  delay  their  conflict  would  have  a  tendency 
to  develop  a  spirit  of  compromise.  This  is  of  great  psychological 
import  in  any  impending  quarrel.  Again,  the  territory  involved 
is  so  vast,  the  leaders  of  the  labor  organizations  are  so  mindful 
of  their  great  responsibilities,  the  railway  managers  are  so  sensitive 
to  public  opinion  and  so  watchful  of  their  earnings,  that  strikes 
in  any  event  are  not  at  all  probable  in  the  future  in  connection 
with  this  class  of  controversies.  Moreover,  the  probability  of  a 
strike  is  very  greatly  lessened  when  the  public  has  once  become 
thoroughly  informed  on  the  issues  and  is  prepared  to  take  a  hand. 

As  for  the  amendment  of  our  existing  statutes  covering  mediation 
and  arbitration,  this  may,  except  in  details,  properly  be  left  until 
the  results  of  compulsory  investigation  have  been  appraised.  It 
has  been  suggested  that  the  Newlands  Act  should  not  be  confined 
to  employees  in  train  service,  but  should  be  extended  to  include 
all  railway  employees ;  and  it  has  been  proposed  that  there  should 
be  some  sort  of  coordination  between  the  Board  of  Mediation  and 
Conciliation  and  the  Interstate  Commerce  Commission  in  the  mat- 
ter of  increased  wages  and  increased  rates.  It  may  be,  as  has 
many  times  been  suggested,  that  the  Interstate  Commerce  Com- 
mission will  be  obliged  eventually  to  give  more  attention  to  oper- 
ating expenses  and  to  take  over  the  regulation  of  railway  wages. 
It  is  clear  that  the  Commission  at  present  is  not  disposed  to  fall 
in  with  the  suggestion  usually  made  by  arbitration  boards,  and 
raise  rates  to  compensate  for  the  increased  wages  that  the  boards 
have  awarded.     That  these  boards  have  taken  a  sound  position 
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in  insisting  that  they  have  no  concern  with  the  ability  of  a  road 
to  pay  has  ah'eady  been  conceded  in  this  discussion.  But  the  fact 
remains  that  the  margin  of  railway  net  revenue  is  growing  con- 
stantly narrower,  and  that  the  railways  are  contemplating  with 
much  concern  the  steady  increase  in  wages  which  they  are  unable 
to  check  and  the  hardening  of  rates  which  they  are  unable  to 
disturb. 

No  final  solution  of  so  perplexing  a  problem  as  that  of  the  rela- 
tions of  capital  and  labor  is  to  be  expected  within  the  near  future, 
even  in  the  field  of  public  service  corporations,  but  we  can  begin  at 
once  to  study  the  whole  question  in  a  thoroughgoing  fashion  and 
with  the  use  of  the  most  highly  developed  scientific  methods,  and 
thus  lay  the  foundation  for  a  larger  participation  of  the  public  in 
the  settlement  of  disputes  in  which  its  interest  is  so  fundamentaL 


THE  SOCIAL  ASPECTS  OF  THE  PUBLIC 
REGULATION  OF  WAGES 

Mes.  Glendower  Evans 
Boston,  Massachusetts 

The  Massachusetts  law  for  the  public  regulation  of  wages 
operates  through  a  Minimum  Wage  Commission  which  appoints 
wage  boards  to  sit  in  different  industries.  These  boards  are  com- 
posed of  representatives  of  employers  and  employees  in  equal 
number,  and  representatives  of  the  public  not  exceeding  one  half 
of  the  number  who  represent  the  parties  at  interest.  Wage  boards 
have  so  far  been  appointed  in  three  industries.  But  in  only 
one,  that  of  brush  making,  has  a  minimum  wage  as  yet  been 
promulgated. 

The  brush  making  industry  was  selected  for  the  initial  experi- 
ment, partly  because  it  was  so  small  that  it  was  possible  for  agents 
of  the  Commission  to  visit  practically  every  establishment  in  the 
state  and  explain  the  law  to  employers  and  employees  who  were 
alike  ignorant  of  its  existence;^  and  partly  because  wages  in  this 
industry  ran  abnormally  low.  Statistics  gathered  from  the  pay 
rolls  by  the  Commission  showed  weekly  earnings  as  follows : 


Percentage  of  WorkereJEarniDg 

Under 
$4 

Under 
16 

Under 
16 

Under 
17 

Under 
$8 

Under 
19 

|9or 
over 

All  female  employ- 
ers 

Female  employees 
18  yean  or  over 

17.6 
9.2 

42.7 
88. 

66.2 
61.1 

79.1 
74.9 

88.6 
86.1 

98 
91.8 

7 
9 

A  chief  cause  of  these  low  earnings  was  short  time,  or  under- 
employment. There  were  great  differences  in  this  respect,  and 
consequently  in  earnings,  in  different  occupations  and  in  different 

*  A  study  of  the  brush  making  industry  made  during  August  and  September, 
1913,  showed  39  establishments  engaged  in  the  manufacture  of  brushes  in  the 
state.    From  these,  wage  records  were  secured  for  837  women.   These  represent 
the  total  number  of  women  on  the  pay  rolls  of  the  establishments  at  that  time. 
The  foUowing  gproups  were  not  included  in  the  tabulation: 
1.    Workers  who  were  employed  less  than  four  weeks  during  the  year. 
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establishments.  More  than  one  quarter  of  the  employees  worked 
an  average  of  less  than  4S  hours  a  week,  and  only  a  trifling  num- 
ber averaged  as  much  as  50  hours  a  week.^  And  as  to  the 
different  rates  of  earnings  in  different  establishments,  one  estab- 
lishment paid  no  one  less  than  $8  a  week,  and  three  paid  no  one 
less  than  $7;  while  another  establishment  paid  more  than  three 
quarters  of  its  female  employees  under  $6  a  week. 

At  the  earlier  meetings  of  the  Wage  Board,  it  was  interesting 
to  observe  the  attitude  of  the  employers ,  toward  the  question  of 
low  wages.  All  were  indignant  that  wages  were  claimed  to  be 
lower  in  their  industry  than  in  others,  and  protested  that  the 
figures  must  be  wrong,  regardless  of  the  fact  that  they  had  been 
gathered  from  pay  rolls.  The  horror  which  all  expressed  at  wages 
too  low  to  allow  a  decent  living,  argued  well  for  their  liberality 
when  it  should  come  to  fixing  a  minimum  wage. 

It  was  readily  agreed  that  an  industry  which  paid  wages  too 
low  to  support  its  employees  in  health  and  efficiency  was  parasitic 
And  it  was  further  agreed  that,  from  an  economic  point  of  view, 
the  question  whether  or  not  a  person  was  a  member  of  a  family 
group  was  immateriaL 

The  requirements  laid  down  by  the  Commission  as  necessary 
for  self-support  were,  respectable  lodging,  three  meals  a  day  and 
suitable  clothing,  some  provision  for  recreation,  self-improvement, 
and  care  of  health. 

Sitting  around  the  table,  the  Board  discussed  item  by  item  the 
lowest  figures  on  which  an  unattached  woman  could  support  her- 
self under  the  above  specifications.  Employers,  employees,  and 
representatives  of  the  public,  each  contributed  from  his  or  her 
experience  or  from  such  information  as  could  be  gathered.  An 
estimate  for  clothing  was  contributed  by  a  representative  of  the 
public  upon  the  Board  who  was  connected  with  a  department  store, 

9.    Those  who  worked  at  their  homes. 

S.  Those  working  in  the  factories,  but  paid  by  subcontractors  and  not  bj  the 
factory  directly. 

4.    Those  for  whom  the  factory  records  were  defective  or  incomplete. 

In  all,  these  four  groups  represented  940  persons,  leaying  597  which  are  In- 
cluded in  the  following  tables. 

Besides  the  wages  paid,  additional  information  was  secured  for  484  persons. 
This  covers  data  for  age,  nativity,  marital  conditions,  living  arrangements  and 
industrial  history.  In  most  cases  this  information  was  given  very  willin^y, 
in  others  it  was  not  forthcoming. 

'The  Pint  Annual  Report  of  th$  Minimmm  Wage  CommitHon,  p.  39,  shows: 
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and  was  considered  by  him  to  be  possible  only  to  a  woman  so 
situated  that  she  could  pick  up  bargains,  and  who,  moreover,  should 
use  great  discretion  in  her  buying.  The  estimates  of  the  employees 
were  cut  at  every  point.     Recreation  was  brought  down  to  17 

Average  weekly  earnings :  by  eBtahlishments  {eumulaiive) 
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Pbbobntaob  ov  Wobkxbs  babhing 


Under 
14 


Under 
15 


Under 
16 


Under 
17 


Under 
18 


Under 
$9 


18  and 
over 


No.  1,  . 
No.  8,  . 
No.  8,  . 
No.  4,  . 
No.  6,  . 
No.  6,  . 
Na  7,  . 
No.  8,  . 
No.  0,  . 
No.  10,  . 
No.  U,  . 
No.  12,  . 
No.  18,  . 
No.  14,  . 
Total, 


17.6 


10.8 

61.6 

18.4 

84.2 

18.8 

68.8 

60.0 

1&2 

89.6 

17.6 


41.2 
60.0 

eao 


79.2 

66.8 
78.8 
100.0 
60.0 
65.8 


42.7 


40,0 
47.1 

6ao 

60.0 


66.2 


91.4 

69.6 
80.0 
100.0 
60.0 
66.8 
9.1 
80.0 
70.6 


76.0 

100.0 

50.0 

88.8 


79.1 


97.0 

96.8 

82.6 

90.0 

98.8 

100.0 

100.0 

100.0 

60.0 

60.0 

78.9 

86.8 

86.4 

88.4 

80.0 

80.0 

82.4 

100.0 

25.0 

26.0 

75.0 

100.0 

100.0 

100.0 

60.0 

60.0 

100.0 

100.0 

88.6 

98.0 

Hours  of  labor  and  average  weekly  earnings 


1.7 
10.0 


60.0 
18.2 
6B.6 
20.0 

76.0 


60.0 


7.0 
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14 
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under 

15 

and 

under 

16 

16 

and 

under 

and 

under 

18 

t8 
and 

under 

$9 

$0 
and 
over 

Total 

Less  than  80, 
80  and  less  than  84,     . 
84  and  less  than  88,     . 
88  and  less  than  42, 
42  and  lees  than  46, 
46  and  less  than  60, 
60  and  less  than  64, 
54  and  over. 

6 
4 

14 
21 
28 
20 

1 

7 

8 

18 

88 

68 

8 

8 

6 

9 

82 

74 

1 

2 

14 

14 

19 

8 

1 

1 
6 
18 
17 
2 
1 

•  •  •  • 

2 
7 
6 
6 
..1 

8 

2 

10 

16 

2 

6 

15 

85 

77 

186 

206 

11 

2 

Total, 

92 

128 

128 

64 

40 

20 

82 

489 

NoTB.  —  Data  conoeming  hours  were  not  available  for  106  workers. 


Social  Aspects  of  PtMic  Wage  Regtdation  S78 

cents  a  week.  Self-improvement  was  covered  by  a  daily  paper, 
and  a  Saturday  Evening  Post;  but  the  latter  was  questioned  as 
an  extravagance.  Only  the  most  meagre  allowance  was  made  for 
medical  service  or  dentistry,  and  none  at  all  for  insurance  or  for 
savings  to  bridge  the  gulf  during  sickness  or  unemployment  or  to 
provide  for  old  age. 

Figured  upon  the  above  narrow  basis,  the  sum  of  $8.71  was 
finally  reached,  itemized  as  follows : 

Board  and  lodging  per  week 9&J95 

Clothing  at  the  rate  of  $75  a  year 1.44 

Lanndry ^0 

Doctor  and  dentist M 

Church 10 

Newspapers  and  magazines 16 

Vacation 19 

Recreation,  allowing  for  moving  pictures  once  in  two  weeks  and 

a  theatre  once  a  month 17 

Car  fares  , 70 

Total    $8.71 

Very  grave  the  employers  looked  during  this  phase  of  the  dis- 
cussion. And  their  surprise  was  obvious  when  the  trifling  items 
they  had  agreed  to  one  by  one  were  totaled.  But  no  one  seemed 
to  apply  the  figures  to  his  own  pay  roll.  With  $8.71  accepted  as 
the  minimum  sum  upon  which  the  independent  woman  could  sup- 
port herself,  the  chairman  said:  ^'I  call  the  Board's  attention  to 
the  fact  that  this  figure  is  higher  than  the  wages  received  by 
over  90  per  cent  of  the  women  employed  in  this  industry." 

Did  the  Board  thereupon  proceed  to  asssess  this  sum  upon  the 
industry  and  assume  that  the  bill  would  be  met?  Their  task  was 
not  so  simple.  Employers  who  had  before  talked  liberally  now 
urged  that  a  raise  of  wages  would  drive  the  industry  out  of  the 
state.  Brush  making  is  subject  to  keen  competition  from  other 
states,  from  Germany  and  Japan,  and  also  to  a  slight  extent  from 
prison  labor.  Presumably  the  industry  was  not  prosperous,  as 
year  by  year  it  was  dwindling  in  Massachusetts,  both  in  the  num- 
ber of  establishments  and  in  the  volume  of  output. 

It  is  easy  to  argue  that  higher  wages,  if  accompanied  by  effi- 
cient methods,  would  cheapen  the  cost  of  production.  Our  chair- 
man, who  was  an  efficiency  expert,  could  speak  on  that  point  with 
authority.  But  inefficient  employers  do  not  become  efficient  by  a 
mere  mandate.     It  was  easy  to  argue,  abstractly,  that  an  industry 
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paying  the  lowest  wages,  in  the  state  had  better  migrate.  But 
such  a  result  of  the  first  application  of  the  minimum  wage  law  in  a 
heavily  industrial  commimity  might  well  give  a  death  blow  to 
the  attempt  at  public  regulation  of  wages  in  this  country. 

Of  course  the  only  way  ahead  was  to  haggle,  to  compromise. 
That  is  what  a  wage  board  is  for, — ^to  find  what  can  be  done,  not 
what  is  abstractly  desirable;  to  discover  a  middle  ground  where 
diverse  interests  can  be  reconciled.  After  a  long  struggle,  the 
chairman's  cherished  plan  for  a  guaranteed  weekly  wage  as  a  sort 
of  retaining  fee  for  labor,  combined  with  time  rates  or  piece  rates 
for  special  processes,  was  abandoned.  An  hourly  rate  pt  14  cents, 
to  obtain  as  a  minimum  in  all  occupations,  was  the  best  the  em- 
ployers would  offer. 

Finally,  all  but  one  of  the  employers, — ^and  he  was  the  most 
powerful  and  perhaps  the  most  prosperous  among  them, — agreed 
to  16^  cents  an  hour.*  But  the  rest  of  the  board  would  agree  to 
this  figure  only  if  it  were  coupled  with  an  advance  to  18  cents  by 
the  end  of  the  year  unless  in  the  interval  evidence  was  shown  which 
would  justify  a  revision.  Thus  after  being  in  session  for  more 
than  six  months,  the  Wage  Board  stood  divided  in  its  final  recom- 
mendation, the  employers  lined  up  solidly  on  one  side  and  the 
representatives  of  the  employees  and  of  the  public  on  the  other. 

In  view  of  the  fact  that  the  Wage  Board  had  been  unable  to 
carry  a  recommendation  which  included  any  part  of  the  em- 
ployers, the  Commission  promulgated  only  that  part  of  it  on 
which  there  was  a  substantial  agreement,  leaving  to  the  future 
the  decision  as  to  a  future  advance  in  rate.  Meanwhile  the  Wage 
Board  remains  in  existence  during  a  period  of  two  years,  and 
may  be  reconvened  at  any  time. 

The  decree  of  the  Commission  declares : 

1.  The  lowest  time  wage  paid  to  any  experienced  female  em- 
ployee in  the  brush  industry  shall  be  16^^  cents  an  hour. 

2.  The  rate  for  learners  and  apprentices  shall  be  65  per  cent 
of  the  minimum,  and  the  period  of  apprenticeship  shall  not  be 
more  than  one  year. 

8.    These  findings  shall  apply  also  to  all  minors. 

4.    If  in  any  case  a  piece  rate  yields  less  than  the  minimum 

■This  under  normal  conditions  should  inyolve  an  advance  in  rates  to  ap- 
proximately one  fifth  of  the  employees. 
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time  rate,  persons  employed  under  such  rates  shall  be  paid  at 
least  15^  cents  an  hour. 

5.  This  decree  shall  take  effect  on  August  16,  1914,  and  shall 
remain  in  effect  until  altered  by  the  Commission. 

Recent  inspection  of  pay  rolls  shows  that  on  the  whole  the  above 
decree  is  being  faithfully  observed,  only  16  persons  being  found 
who  were  receiving  less  than  the  prescribed  rate.  This  is  especially 
gratifying,  as  the  only  penalty  for  noncompliance  with  the  decree 
is  the  publication  of  the  recalcitrant  manufacturer. 

On  the  other  hand,  unhappily,  a  number  of  employees  are  known 
to  have  been  discharged.  And  they  were  told,  so  it  is  alleged,  that 
their  discharge  was  due  to  the  prescribed  advance  in  rates.  Perhaps 
it  will  never  be  known  how  far  this  was  the  real  reason,  and  how  far 
it  was  due  to  the  industrial  depression  which  is  throwing  people 
out  of  work  in  so  many  directions.  All  that  is  definitely  known  is 
that  one  establishment  closed  a  department  which  employed  16 
persons,  and  is  now  supplying  itself  from  outside  the  state  with 
the  article  it  formerly  manufactured.  But  apart  from  this  one 
instance,  it  is  possible  that  the  minimum  wage  regulation  has  but 
slight  connection  with  unemployment  in  the  brush  making  indus- 
try. It  is  a  stroke  of  bad  fortune  that  the  decree  took  effect 
almost  simultaneously  with  the  outbreak  of  war  in  Europe,  which 
so  deranged  the  industries  of  the  world. 

Meanwhile,  it  must  be  noted  that  for  those  still  employed  in 
brush  making  there  is  no  guarantee  that  the  prescribed  rate  will 
work  out  in  increased  earnings.  Actual  wages  is  a  question  of 
hours,  which  in  turn  is  largely  a  question  of  industrial  conditions. 
And  even  were  hours  to  average  fifty  a  week, —  a  most  improbable 
assumption, — the  minimum  wage  prescribed  would  still  reach  only 
$7.75  a  week,  which  is  almost  $1  less  than  the  very  low  sum  agreed 
on  as  a  minimum  requirement  for  living  expenses.  Thus,  the 
State  of  Massachusetts  in  its  initial  attempt  to  regulate  wages 
has  made  but  a  short  step  toward  bridging  the  deficit  between 
wages  and  life. 

Now  as  to  the  social  significance  of  this  deficit: 

It  is  not  true,  as  is  commonly  assumed,  that  so  few  women  live 

apart  from  a  family  group  that  the  interests  of  those  who  do  so 

can  be  disregarded.     Moreover,  those  who  are  members  of  the 

family  group  are  not  necessarily  at  an  economic  advantage. 

On  the  point  of  domestic  conditions  of  women  in  industry, 
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statistical  information  is  available.  The  United  States  goyem- 
ment,  in  its  nineteen-volume  Report  on  Women  and  Child  Wage 
Earners,  found  that  29.5  per  cent  of  the  working  women  inves- 
tigated in  Boston  were  either  living  independently  of  a  family 
group  or  were  the  heads  of  families  with  others  dependent  upon 
them.  The  first  Minimum  Wage  Commission,  whose  investiga- 
tions were  confined  to  working  women  earning  less  than  $8,  found 
that  14.4  per  cent  belonged  to  families  in  which  tiiere  was  no 
adult  male  wage  earner,  and  that  14.2  per  cent  either  lived  alone 
or  were  the  heads  of  more  or  less  dependent  households.  Of  the 
remaining  71.4  per  cent  who  belonged  to  families  having  a  male 
wage  earner,  his  earnings  were  frequently  so  low  that  he  was  in 
no  position  to  subsidize  anyone.  Often  he  was  an  additional 
burden.  ' 

Demonstrably,  the  "pin-money"  theory  is  a  myth.  The  vast 
majority  of  wage  earning  women  work  because  they  must.  And 
the  vast  majority  earn  wages  far  below  the  requirem^its  of  a 
decent  living. 

How  then  do  they  live?  I  answer,  for  the  most  part  by  en- 
during every  form  of  privation.  The  majority  of  them,  I  believe, 
are  terribly  underfed.  Every  study  of  budgets  and  living  conditions 
that  I  know  of  shows  this.  Sometimes  women  confess  it  plainly. 
"I  don't  know  how  I  ever  lived,"  or  "I  almost  starved,"  they  will 
say  in  explaining  their  circiunstances.  Others  are  too  proud  to 
confess  their  privations.  "You  see  I  am  dieting,"  was  the  explana- 
tion of  a  girl  for  her  two  cent  lunch  at  a  cafeteria. 

Great  effort  was  made  by  the  first  Minimum  Wage  Commission 
to  get  behind  the  pay  roll  and  to  learn  something  of  the  life  story. 
Personal  and  domestic  data  were  gathered  by  interviews  with 
4672  girls  and  women.  The  facts  ascertained,  of  course,  were 
chiefly  formal.  But  intimate  talks  were  often  possible,  and  many 
visits  were  made  at  the  home,  where  there  was  opportunity  for 
full  confidences.  As  I  tried  to  sum  up  our  findings,  two  impres- 
sions stood  out  clearly  in  my  mind:  first,  that  of  the  integrity  of 
women  who  endure  with  cheerfulness  and  fortitude  privations 
which  need  not  be  borne  if  "the  easier  way"  were  followed;  €uid, 
second,  that  the  lives  of  many  of  them  were  so  bitterly  hard  as 
to  be  akin  to  a  crime  against  nature. 

Just  imagine  a  young  girl  whose  home  is  so  meagre  that  she 
has  literally  no  social  life  except  upon  the  streets;  whose  every 
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pleasure  depends  upon  a  man  to  treat  her;  whose  legitimate  desires 
for  gaiety,  for  love,  for  what  she  conceives  as  life,  expose  her  on 
every  hand  to  pitfalls.  And  there  you  have  the  circumstances 
which  confront  practically  every  girl  who  belongs  to  the  lower 
levels  of  the  industrial  class. 

Among  the  girls  and  women  whom  the  first  Minimum  Wage 
Commission  interviewed,  there  was  one,  just  one,  whom  it  was 
learned  had  illicit  resources.  The  girl's  story  was  very  pitiful. 
When  she  talked  with  our  investigator  she  burst  into  bitter  weep- 
ing. **How  can  I  help  it,"  she  plead.  **No  girl  can  get  by  on  $6 
a  week.  She  can't  get  by.  And  when  I  first  went  wrong  I  was 
hungry;  honest  to  Grod,  I  was  hungry!" 

I  do  not  tell  this  story  that  an  inference  may  be  drawn  in  re- 
gard to  low  wages  which  I  do  not  draw.  I  tell  it  to  illustrate 
the  point  I  have  made^ — ^that  a  girl  who  earns  $6  a  week,  unless 
she  is  helped  out  somehow,  must  go  hungry. 


PUBLIC  REGULATION  OF  WAGES— DISCUSSION 

Fbank  Julian  Waene:  In  consenting  to  reply  to  Professor 
Dixon's  very  able  and  clearcut  presentation  of  the  Public  Regula- 
tion of  Railway  Wages  within  the  short  space  of  ten  minutes,  I 
did  not  realize  until  now  what  a  courageous  and,  I  might  add,  a 
foolhardy  promise  I  had  made.  It  is  this  because  it  is  impossible 
adequately  to  make  a  reply  in  any  short  period  of  time.  In  order 
that  I  may  have  time  barely  to  touch  upon  a  few  of  the  important 
questions,  I  shall  ask  you  to  assume  that  I  have  said  all  the  nice 
things  such  a  presentation  as  that  made  by  Professor  Dixon 
deserves.  I  shall  ask  you  also  to  assume  that  there  are  questions 
discussed  by  him  to  which  I  can  not  even  refer  owing  to  the  lack 
of  time. 

Let  me  first  present  the  kernel  of  these  concerted  wage  move- 
ments. They  are  based  upon,  first,  the  increasing  productivity 
of  railway  labor  and,  second,  upon  the  widespread  system  of  in- 
tercorporate railway  stock  ownership. 

As  to  the  increasing  productivity,  it  is  important  to  realize 
that  these  concerted  wage  movements  are  confined  almost  entirely 
to  the  various  classes  of  train  employees.  It  has  come  about  in 
recent  years  that  this  train  machine  which  they  are  called  upon 
to  handle  has  increased  enormously,  almost  beyond  comprehension, 
in  its  output.  The  freight  car,  for  instance,  has  grown  from 
fifteen  and  twenty  tons  capacity  to  as  much  as  fifty  tons  and 
more.  The  capacity  and  power  of  the  locomotive  has  increased 
at  an  even  greater  rate.  The  number  of  cars  and  in  cases  also 
the  number  of  locomotives  to  the  train  has  increased.  The  ton- 
nage capacity  of  the  train  machine  itself  has  jumped  forward 
by  leaps  and  bounds  until  today  there  are  instances  of  average 
train  tonnage  exceeding  1000  tons  per  train-mile.  This  illustra- 
tion is,  of  course,  the  exception.  So  also  is  the  statement  that 
there  are  trains  having  as  many  as  five  locomotives  in  order  to 
pull  the  load. 

A  somewhat  similar  tendency  as  to  the  increase  in  productivity 
is  also  true  of  the  passenger  service. 

Briefly,  it  is  this  increase  in  the  productive  capacity  of  the 
train  machine  which  the  train  employees  handle  that  is  the  econ- 
omic basis  of  the  demands  of  these  employees  for  increased  wages 
and  improved  conditions  of  employment. 
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Now  as  to  the  other  basis  of  these  concerted  wage  moYonents — 
intercorporate  railway  stock  ownership.  I  belieye  that  there  are 
▼ery  few  of  us  who  realize  the  remarkable  extent  to  which  the 
intercorporate  ownership  has  proceeded.  Roughly  68  per  cent 
of  the  railway  companies  and  as  great  a  proportion  as  80  i>er 
cent  of  the  total  single  track  mileage  owned  in  this  Eastern  Ter- 
ritory is  under  the  control  of  only  twelve  systems.  In  the  South- 
em  Territory,  three  fourths  of  the  owned  mileage  is  controlled 
by  six  systems.  In  the  Western  Territory,  where  a  concerted 
wage  movement  of  the  engineers  and  firemen  on  all  the  roads  west 
of  the  Mississippi  River  is  now  in  progress,  fourteen  large  systems 
control  76  per  cent  of  the  owned  mileage. 

This  intercorporate  ownership  results  in  the  grouping  of  the 
separately  chartered  railroad  companies  and  their  mileage  within 
a  few  large  systems.  This  has  forced  the  train  employees  to  make 
their  demands  upon  the  systems  in  the  separate  territories  and 
not  upon  the  individual  railway  company.  You  can  readily  see 
how  this  is.  Under  this  intercorporate  system  the  financial  and 
operating  report  of  the  individual  road  becomes  almost  valueless, 
because  of  the  control  of  the  earnings  and  traffic  operations  by 
an  entirely  separate  company  whose  interest  it  may  be  to  leave 
the  individual  dependent  company  as  little  of  the  division  of 
rates  and  of  traffic  as  possible.  Let  me  illustrate  by  a  concrete 
example.  In  the  arbitration  proceedings  of  the  locomotive  en- 
gineers in  the  Eastern  Territory  in  1912  the  exhibits  of  the  rail- 
roads were  replete  with  large  mumbers  of  small  subsidiary  roads 
that  were  not  in  the  best  of  financial  condition.  But  when  the 
representatives  of  the  railway  employees  placed  these  individual 
roads  under  their  proper  ownerships  and  analyzed  the  same  items 
of  the  owning  company  and  of  the  system,  the  result  was  so  dif- 
ferent that  the  railway  managers  virtually  withdrew  their  con- 
tention as  to  their  inability  to  pay  the  wage  increases  requested. 

Professor  Dixon  has  left  so  little  ground  for  controversy  in 
his  presentation  of  the  subject  that  there  are  not  many  of  his 
statements  to  which  I  would  take  exception.  Of  course,  it  is 
realized  that  there  is  plenty  of  ground  for  a  difference  in  point 
of  view. 

Professor  Dixon  says  that  standardization  means  a  minimum 
wage.  Any  condition  means  that.  Under  any  scheme  or  plan 
whatever  there  will  be  a  minimum  wage.  The  difference  is  that 
under  the  present  system  of  labor  union  standardization  there 
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can  not  be  a  decrease  in  the  minimiim.     Under  other  methods  a 
decrease  in  this  minimum  would  be  possible. 

Professor  Dixcm  says  that  standardization  results  in  unfair 
discrimination  between  employees.  Let  us  grant  it.  But  any 
other  possible  method  would  result  in  still  greater  unfair  dis- 
criminations between  employers.  The  advantage  of  standardiza- 
tion over  any  other  method  is  that  it  results  in  less  unfair  dis- 
crimination— it  provides  a  broad  basis  from  which  all  employees 
within  the  group  are  to  start. 

Professor  Dixon  says  that  standardization  disregards  the  in- 
dividual in  favor  of  the  organization.  True.  And  necessarily  so. 
Society  itself  does  this;  every  form  of  social  or  economic  or- 
ganization that  we  have  does  this.  It  is,  to  my  mind,  not  something 
that  is  to  be  criticised  or  condemned  as  much  as  it  is  to  be 
conunended. 

Professor  Dixon  states  that  *Hhe  railways  have  been  the  party 
which  has  generally  appealed  to  the  mediators."  Why?  Did 
you  ever  hear  of  a  railroad  company  itself  starting  a  movement  to 
increase  the  wages  of  its  train  employees?  Do  you  know  of  a 
single  railroad  company  whose  president  and  board  of  directors 
makes  it  a  practice  to  increase  the  wages  of  their  train  employees? 
Do  you  know,  as  a  matter  of  fact,  that  it  is  only  the  organized 
railway  employees  that  secure  increases  in  wages?  It  is  from 
these  employees  that  the  movement  for  increased  wages  starts, 
and  if  it  were  left  to  the  ruthless  working  out  of  heartless  economic 
laws  these  organized  train  employees  would  more  than  likely 
secure  higher  wages  than  those  that  have  been  granted  to  them  by 
federal  boards  of  arbitration. 

Now  as  to  strikes.  Professor  Dixon  states  that  ^^absence  of 
strikes  is  not  the  sole  index  of  the  success  of  wage  regulating 
legislation."  Perhaps  not.  But  it  Is  a  very  important,  perhaps 
the  most  important,  index  of  its  success.  As  long  as  it  is  impos- 
sible for  employers  to  see  the  wage  problem  as  the  employees  see 
it ;  as  long  as  it  is  impossible  for  the  employees  to  view  the  wage 
problem  from  the  concrete  and  personal  point  of  view  of  the  em- 
ployers, just  so  long,  from  the  point  of  view  of  society.  Is  any 
method  of  settling  wage  controversies  that  prevents  strikes,  with 
their  usually  accompanying  lawlessness,  and  their  disregard  of 
social  peace  and  economic  stability,  a  success.  Interpreting  the 
meaning  of  success  in  its  true  sense  as  being  economic  justice,  I 
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am  rash  enough  to  venture  the  assertion  that  no  possible  human 
method  of  wage  regulation  can  be  a  success. 

Now  as  to  the  awards  in  the  public  regulation  of  railway  wages 
being  compromises.  If  granting  the  demands  of  the  employees, 
or  on  the  other  hand  refusing  to  grant  the  demands  of  the  em- 
ployees, is  to  be  understood  as  not  being  a  compromise,  then  I 
should  say  that  a  compromise  decision  is  probably  the  sole  index 
we  have  of  the  success  of  wage  regulation  legislation.  I  have  yet 
to  engage  in  a  wage  controversy  where  the  employees  did  not  believe 
their  demands  should  be  granted  and  where  the  employers  did 
not  believe  the  demands  should  be  refused.  If  there  is  any  large 
body  of  men  in  the  United  States  today  selling  their  labor  for 
wages  that  are  working  under  perfectly  ideal  conditions — ^that 
is,  for  the  highest  possible  wages  and  the  best  possible  conditions 
of  employment — if  this  is  so  it  is  a  momentous  fact  that  has  es- 
caped my  attention. 

I  shall  not  take  up  any  time  in  criticism  of  the  federal  boards 
of  arbitration  and  mediation  that  have  been  called  into  public 
service  to  settle  railway  wage  controversies.  This  is  not  saying 
that  there  is  no  groimd  for  such  criticism.  There  is  plenty  of  it. 
None  of  these  federal  boards  has  been  perfect,  either  in  the 
selection  of  their  personnel  or  in  the  operation  of  their  hastily 
constructed  machinery.  But  I  believe  they  have  met  the  critical 
situation  each  was  called  upon  to  meet  in  the  best  way  it  could 
have  been  met  under  prevailing  conditions.  It  is  these  existing 
conditions  that  we  must  constantly  keep  in  mind  in  our  review 
of  the  work  of  these  boards. 

When  we  compare  the  present  system  to  the  ideal  we  have  in 
mind,  we  come  to  one  conclusion.  When  we  view  it  in  the  light  of 
the  best  possible  to  be  obtained,  we  are  more  satisfied  with  it. 
And  when  we  compare  it  with  the  operation  of  the  machinery 
that  it  has  superseded,  we  are  even  more  satisfied.  This  is 
not  saying,  of  course,  that  there  can  not  be  an  improvement  in 
our  present  system  of  the  public  regulation  of  railway  wages. 

H.  B.  WooLSTON :  Everyone  must  deplore  the  appalling  social 
cost  of  low-paid  labor.  Society  does  pay  in  alms  and  stripes 
and  stunted  lives  the  wage  it  refuses  to  unskilled  workers.  The 
broken  servant  of  industry  appeals  to  us  all.  Yet  as  economists 
we  must  consider  not  only  the  needs  of  the  workers  but  also  the 
resources  of  their  employers. 


It  is  tnibm  to  say  that  a  manager  pays  not  for  effort  but  tot- 
efficiency,  not  for  aacrifice  but  for  output.  In  most  lines  wagei 
do  increaae  with  the  value  of  the  product.  Whether  or  not  each 
worker  receives  the  full  value  of  his  labor,  is  a  more  difficult  ques- 
tion to  answer,  especially  in  low-skilled  trades,  where  few  stand- 
ards exist.  Every  investigator  finds  men  and  women  in  one  fac- 
tory receiving  half  the  rates  quoted  next  door  for  similar  work. 

But  output  depends  not  only  upon  labor.  Equipment  and 
management  also  determine  the  product.  We  should  expect  to 
find  the  value  of  the  output  increasing  with  the  amount  of  capital 
invested,  and  this  is  generally  the  case.  Machines  are  cheaper 
than  human  labor  in  the  long  run.  But  where  labor  can  be  had 
for  the  asking  and  flung  out  of  doors  when  it  ceases  to  earn  profits 
for  wasteful  management,  why  should  a  shrewd  enterpriser  pay 
for  machines? 

The  investment  of  capital  also  affects  wages.  Skilled  men  an 
required  to  run  an  expensive  plant  at  top  speed,  and  such  ni 
demand  fair  pay.  Women  and  children  can,  however,  tend  sim] 
automatic  machinery,  although  they  cannot  be  trusted  to  adjust 
and  repair  it.  The  textile  and  clothing  trades  are  examples  dt 
such  low-paid  lines  where  female  and  minor  help  predominates. 
New  workers  can  readily  be  recruited  from  grammar  school]^ 
tenement  homes,  and  Italian  vineyards.  Wages  are  tl 
pressed  to  the  level  set  by  the  neediest,  the  most  ignorant,  and  thi 
least  efficient. 

As  more  capital  is  put  into  a  growing  plant  and  its  equipmeni 
the  proportionate  amount  expended  for  labor  is  reduced, 
output  is  increased  by  mechanical  devices  while  the  perccnta] 
of  cost  for  wages  falls.  In  manufacturing  lines  the  labor  co 
does  not  ordinarily  exceed  ftO  per  cent  of  nil  expenses.  C<ai' 
sequently  a  10  per  cent  rise  in  wages  would  add  only  2  per  cenl 
to  the  cost  of  the  product.  It  has  been  calculated  that  in  orda 
to  raise  the  wages  of  over  2000  young  women  in  New  York  cand] 
factories  from  an  average  of  $5.75  to  a  minimum  of  $8  a  weeli^ 
the  confectioners  might  charge  18  cents  more  a  hundred  poundl 
for  their  bonbons  and  cover  the  difference.  In  other  words,  by 
raising  the  price  of  candy  less  than  two  mills  a  pound  the  weekly 
pay  of  three  quarters  of  the  women  could  be  raised  nearly  40  per' 
cent.  In  like  manner  to  increase  the  wages  of  4000  girls  in 
department  stores  from  an   average  weekly  rate  of  $4.6S  to 


Public  ReguLation  of  Wages — Discusiian  28S 

miniimim  of  $6  and  of  1S,000  women  from  an  average  of  $6.62 
to  a  minimum  rate  of  $9,  shoppers  might  have  to  pay  $1  instead 
of  99  cents  for  a  shirt.  Here  is  the  whole  secret  of  raising  wages 
by  distributing  the  cost. 

It  is  unnecessary  to  argue  for  the  economy  of  high  wages.  Con- 
gressional inquiries  and  efficiency  experts  have  proven  beyond 
doubt  that  the  well-paid  American  artizan  turns  out  more  shoes 
and  lays  more  bricks  per  hour  than  his  low-paid  European  or 
Asiatic  competitor.  This  means  a  saving  of  time  and  materials 
and  so  an  absolutely  lower  labor  cost  per  unit  of  product.  The 
same  principle  holds  between  different  lines  of  work  and  between 
different  establishment  in  the  same  line.  The  better  stores  and 
factories  almost  invariably  pay  a  rate  above  the  general  level  of 
the  trade,  to  secure  more  efficient  workers.  Representative  firms 
with  high-paid  help  are  always  competing  more  or  less  successfully 
against  sweatshop,  prison,  and  coolie  labor.  Since  low  wages 
have  proven  uneconomical,  why  should  we  not  confirm  high  stand- 
ards of  management  and  of  workmanship? 

It  may  be  said  that  wages  are  based  upon  efficiency,  but  that 
high  wages  will  not  necessarily  secure  efficiency.  We  are  told 
that  low-paid  workers  are  getting  just  about  what  they  are  worth 
and  any  attempt  to  increase  their  pay  will  simply  be  pouring 
water  on  sand.  Let  us  see  what  an  ordinary  factory  girl  does  to 
earn  $6  a  week.  A  plain  workshirt  such  as  porters  wear  re- 
tails for  50  cents.  The  material  in  it  costs  the  manufacturer 
about  20  cents  and  the  labor  less  than  5  cents.  But  the  work  of 
sewing  such  a  garment  is  subdivided  into  twenty  special  opera- 
tions, which  are  paid  for  at  rates  varying  from  1  cent  to  5  cents 
per  dozen  shirts.  To  set  collars  on  2400  garments  at  2  cents  a 
dozen  means  completing  45  an  hour  for  54  hours.  To  paste  the 
paper  on  6000  boxes  at  10  cents  a  hundred  within  the  same  time, 
a  stripper  must  turn  out  two  a  minute.  To  coat  600  pounds  of 
candy  with  chocolate  at  1  cent  a  pound,  a  hand  dipper  must  finish 
a  piece  in  every  seven  seconds.  An  ordinary  saleswoman  will 
dispose  of  $200  to  $S00  worth  of  goods  in  a  busy  week,  and  thus 
help  to  turn  over  the  entire  stock  of  a  department  store  five  or 
six  times  within  a  year.  These  are  not  exceptional  examples  of 
earning  capacity.  They  merely  serve  to  show  that  it  is  the  supply 
of  workers  rather  than  the  productivity  of  their  services  that 
determines  ordinary  rates  of  wages. 
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Nor  can  it  be  said  that  the  youth  and  inexperience  of  most  of 
the  employees  accounts  for  the  general  low  level  of  pay  in  these 
lines.  It  was  found  in  New  York  that  the  majority  of  women  in 
any  five-year  age  group  do  not  exceed  the  rate  of  $8  a  week 
until  they  are  over  thirty.  Most  men  attain  $15  a  week  after 
thirty-five.  But  a  person  may  be  old  in  years  and  yoimg  in  trade 
experience.  Basing  the  wage  groups  then  upon  length  of  service 
in  the  business,  it  was  found  that  most  women  in  comparatively 
skilled  occupations  in  stores  and  factories  do  not  attain  $10  even 
after  thirty  years  iexperience  in  the  trade.  Before  this  com- 
paratively mature  age  is  reached,  most  employees  have  dropped 
out,  and  after  thirty-five  or  forty  a  general  falling  off  in  wages 
is  apparent. 

Promotion  in  such  lines  is  slow  and  uncertain.  There  is  no 
well  marked  course  of  advancement.  A  young  woman  learns  the 
knack  of  doing  something  in  a  few  months  and  then  sticks  at  $6 
or  $7,  imless  she  can  increase  her  speed  or  the  amount  of  her 
sales.  Why  should  she  cleave  to  the  firm?  Her  chance  of  rising 
to  be  forewoman  or  head  of  stock  is  about  one  in  two  himdred. 

There  are  two  ways  of  securing  more  work  from  a  horse.  One 
is  to  beat  and  starve  the  animal.  The  other  is  to  treat  it  well, 
to  feed  and  shelter  it  in  order  that  its  strength  may  be  increased, 
its  temper  improved  and  its  life  prolonged.  It  is  said  that  the 
prospect  of  security  and  comfort  is  an  incentive  to  good  service. 
There  appears  to  be  room  for  the  application  of  this  policy  in  the 
case  of  low-skilled  labor. 

Aside  from  the  ability  of  the  worker  to  make  a  good  bargain 
for  his  services  there  are  three  principal  methods  of  effecting  a 
rise  in  wages.  The  first  is  through  the  sagacity  of  the  employer. 
Most  progressive  business  men  realize  that  cheap  labor  is  expen- 
sive. They  strive  by  various  efficiency  systems,  welfare  schemes, 
bonus  and  profit  sharing  plans  to  enlarge  earning  capacity  and 
to  enlist  the  interest  and  cooperation  of  their  employees. 

The  second  method  to  insure  increased  wages  is  by  organization 
among  the  workers.  Where  the  supply  of  labor  is  limited  or  where 
it  is  intelligent  and  homogeneous  it  can  be  welded  together  to  en- 
force its  collective  demands.  But  where,  as  in  many  low-paid 
lines,  the  working  force  is  composed  largely  of  girls  and  for- 
eigners, inexperience,  pressure  of  want,  and  fear  of  disapproval 
prevent  their  uniting.     It  is  this  situation  that  balks  the  efforts 
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of  the  trade  unions  and  throws  crowds  of  unskilled  workers  into 
the  hands  of  radical  industrial  leaders. 

The  third  method  of  adjusting  wages  is  that  described  by  Mrs. 
Evans  in  her  account  of  the  Massachusetts  Minimum  Wage 
Conmiission.  Although  the  plan  is  new  in  this  coimtry,  nine 
states  have  already  adopted  it.  In  England  and  Australia  wage 
boards  have  been  extended  on  the  basis  of  several  years  of  exper- 
ience. Many  objections  have  been  raised  to  this  method  of  state 
regulation,  but  most  of  them  are  purely  theoretical  and  can  be 
answered  from  the  facts  now  at  hand. 

A  criticism  of  the  policy  of  fixing  any  standard  rate  was  indi- 
cated by  Professor  Dixon's  remark  that  the  minimum  is  apt  to 
become  the  maximiun.  The  better  employees  are  thus  thought  to 
be  sacrificed  to  help  those  less  able.  Of  course  this  would  not  be 
the  case  for  piece  rates  where  relative  efficiency  would  show  in 
output.  Neither  would  it  apply  to  railway  employees  whose  pay  is 
based  upon  miles  or  hours  of  run  and  kind  of  service.  Even  in  the 
case  of  salaries  fixed  by  the  state  roads  of  Europe  I  do  not  find 
that  the  range  from  minimum  to  maximiun  allowed  to  the  highest 
class  of  employees  is  less  than  that  established  for  the  lower 
grades,  but  rather  the  contrary  seems  to  be  the  case. 

However,  a  standard  rate  for  each  kind  of  service  is  different 
from  the  minimum  for  health  and  comfort  required  by  law  for 
women  and  children.  The  latter  is  a  necessary  first  charge  on 
industry.  It  is  merely  a  hiunan  replacement  fund,  a  retaining 
fee  for  labor.  If  there  be  any  superior  efficiency  required  in  more 
responsible  positions,  how  can  employees  be  prevented  from  dis- 
covering their  greater  earning  capacity  and  demanding  more  for 
it?  Certainly  the  minimum  rates  fixed  by  commissions  in  this 
country  are  well  above  the  ordinary  weekly  wages  formerly  re- 
ceived by  two  thirds  of  the  low-paid  women.  It  must  be  remem- 
bered, also,  that  from  the  amounts  saved  by  dismissing  the  most 
incompetent  help  enough  can  be  set  aside  to  raise  the  remainder 
to  the  minimum  level.  Even  in  Victoria,  where  the  rates  fixed  are 
more  like  our  normal  wages  based  upon  the  usage  of  representative 
firms, — even  there,  Chief  Inspector  Murphy  informs  me,  the  aver- 
age wage  in  a  trade  is  invariably  higher  than  the  minimum.  A 
brief  study  of  his  last  report  confirms  his  statement  upon  this 
point. 

Professor  Dixon  remarked  toward  the  close  of  his  paper  that 
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what  we  most  need  for  the  proper  adjustment  of  wages  is  impar- 
tial, scientific  study  of  the  facts,  rather  than  a  compromise  ef- 
fected by  interested  and  uninformed  parties.  With  this  point  I  am 
sure  that  most  of  us  are  in  hearty  agreement.  But  the  question 
of  enforcement  still  remains. 

In  former  days  when  men  had  a  dispute  or  one  injured  another 
they  fought  it  out  with  fists  or  swords,  and  the  stronger  man 
won.  Later  they  would  agree  to  settle  the  matter  on  terms  recom- 
mended bj  some  wise  umpire.  Finally  the  state  undertook  to  pro- 
tect the  rights  of  all  persons,  and  established  a  system  of  justice 
based  upon  a  dispassionate  examination  of  the  facts.  Now  crim- 
inal law  and  practice  have  advanced  thus  far.  But  industry  ap- 
pears still  to  be  in  the  fighting  or,  at  most,  in  the  compounding 
stage.  It  is  time  to  bring  these  matters  before  some  just  tribunal. 
When  the  parties  will  listen  to  reason  and  settle  out  of  court,  so 
much  the  better.  But  when  in  the  mad  struggle  women  and  chil- 
dren are  injured,  business  is  destroyed  and  the  public  suffers,  it  is 
not  only  within  the  power  of  the  state,  but  its  plain  duty,  to  secure 
peace,  order,  and  welfare  within  its  borders. 

I,  M.  RuBiNow :  There  are  two  distinct  economic  tendencies 
which  may  be  designated  under  the  generic  term  of  Public  Regula- 
tion of  Wages  and  which  are  treated  in  the  two  papers  presented 
here  today. 

One  is  the  effort  to  prevent  interruption  in  the  regularity  of  cer- 
tain important  economic  activities  by  enforcing  a  public  settlement 
of  controversies  between  capital  and  labor;  the  other  endeavors 
to  grant  at  least  the  necessary  minimum  return  to  wage  workers 
in  certain  industries  where  the  present  standard  of  wages  is 
abnormally  low.  One  is  exemplified  by  the  Canadian  Disputes 
Act  and  the  Erdman  and  Newlands  Acts,  the  other  by  the  Aus- 
tralian minimum  wage  law  and  its  few  and  timid  imitations  in 
Massachusetts  and  other  states.  Only  the  latter  may  properly  be 
designated  as  an  act  of  protective  labor  legislation.  The  former 
aims  rather  to  protect  the  interest  of  the  consumer  or  of  the  public 
at  large. 

The  constitutional  difficulties  involved  may  be  the  same  but  the 
economic  problems  are  vastly  different.  In  one  case  the  fear  of  a 
strike  and  its  disturbing  influences  upon  general  commercial  con- 
ditions is  the  motive,  in  the  other  it  is  the  directly  opposite — the 
conviction  that  the  wage-group  involved  is  too  weak  to  obtain 
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necessary  redress  through  its  own  economic  efforts.  One  might 
ahnost  say  that,  viewing  both  movements  as  phases  of  the 
labor  movement,  they  are  directly  opposed  to  each  other.  Min- 
imum wage  legislation  is  an  effort  to  marshall  the  force  of  legis- 
lative enactm^it  for  the  protection  of  the  working  class ;  with  cer- 
tain reservations  it  is  largely  true  that  compulsory  arbitration,  or 
any  approach  to  it,  often  is  due  to  the  desire  to  nullify  the 
str^igth  of  organized  labor  movement.  It  is  to  be  regretted  that 
this  almost  obvious  distinction  is  not  always  recognized,  and  the 
odium  attached  to  one  is  extended  to  the  other.  It  is  difficult  to 
explain  in  any  other  way  the  stand  taken  by  Mr.  Grompers  in 
opposition  to  minimum  wage  legislation  in  his  recent  testimony 
before  the  Industrial  Relations  Commission  and  by  the  American 
Federation  of  Labor  at  its  last  annual  convention  at  Philadelphia. 

There  scarcely  seems  any  need  of  arguing  that  there  is  need 
for  minimum  wage  legislation  in  many  industries  and  in  com- 
mercial and  clerical  pursuits.  Even  the  man  on  the  street  knows 
that  for  a  large  ntunber  of  employees,  especially  women,  the 
wages  fall  below  the  minimum  requirem^its  of  individual  existence, 
to  say  nothing  of  family  obligations  which  often  rest  upon  the 
worker. 

The  illustration  quoted  by  Mrs.  Evans  is  not  an  isolated  one. 
Statistics  of  weekly  wages  do  not  after  all  tell  the  entire  story. 
There  may  be  some  exaggeration  in  Professor  Scott  Nearing's 
estimate  that  **Nine  tenths  of  working  women  are  earning  less  than 
$600  a  year,  and  that  three  quarters  are  paid  less  than  $750  an- 
nually"; but  it  is  quite  certain  that  the  $10  a  week  girl  whom 
Professor  Patten  put  forth  as  a  practical  ideal  a  few  years  ago 
is  still  an  ideal.  The  stand  of  organized  labor  towards  minimum 
wage  legislation  would  perhaps  have  been  justifiable  if  there  were 
reasonable  hope  that  organization  and  economic  effort  would  cor^ 
rect  the  situation.  But  the  history  of  wage  fluctuations  for  the 
last  two  decades  leaves  one  disheartened. 

As  I  believe  to  have  shown  recently,^  the  sum  total  of  the  effect 
of  the  last  two  decades  upon  real  wages  was  a  reduction  of  some 
10  per  cent.  And  yet  the  last  two  decades  were  years  of  frantic 
efforts  of  labor  to  gain  some  advance.  If  we  are  to  believe  our 
captains  of  industry  and  transportation,  they  are  tottering  under 
the  burden  of  high  wages,  increased  either  by  the  pernicious  work 

*See  ''Recent  Trend  of  Real  Wages,"  Amesicak  Ecokomic  Rbvixw,  Decem- 
ber, 1914. 


288  American  Economic  Association 

of  labor  agitators  or  the  equally  harmful  work  of  meddling  legis- 
lators. But  notwithstanding  even  the  efforts  at  sabotage  the 
working  class  lost  some  10  per  cent.  This  10  per  cent  must  have 
gone  into  somebody's  pocket.  There  does  not  appear  any  evidence 
that  the  investing  and  employing  class  have  suffered. 

The  rapid  increase  in  the  niunber  of  employed  women  makes  an 
improvement  by  collective  economic  effort  even  more  difficult.  Our 
army  of  female  labor  consists  either  of  young  and  inexperienced 
girls,  looking  to  early  marriage,  or  married  women  and  widows  so 
disheartened  and  broken  in  spirit  by  the  very  necessity  of  work 
tliat  almost  any  wage  is  acceptable  to  them.  On  one  hand  there 
is  subsidiary  support  by  parents,  and  on  the  other  spasmodic  help 
by  relatives  and  charitable  institutions.  Perhaps  without  exagger- 
ations, all  our  large  employers  of  female  labor  are  parasitic  em- 
ployers, not  even  excluding  the  large  insurance  companies,  one  of 
which  I  have  the  honor  to  be  connected  with. 

Of  course  there  have  been  successful  strikes  of  women,  notably 
in  New  York.  But  I  venture  to  doubt  whether  a  girls'  strike  was 
ever  won  without  the  moral  support  of  the  male  wage  workers  and 
of  public  opinion.  The  successful  issue  was  therefore  a  result  of  a 
social  effort,  which  could  have  accomplished  its  purpose  much  more 
effectively  through  appropriate    legislation. 

Wage  statistics  alone  may  not  convince  the  constitutional  law-- 
yer  of  the  propriety  of  minimum  wage  legislation.  From  a  con- 
stitutional point  of  view,  the  argument  of  necessity  alone  is  not 
sufficiently  convincing.  It  is  therefore  the  duty  of  the  economist 
and  social  student  to  point  out  that  while  minimum  wage  legislation 
may  be  novel  in  substance  it  is  but  a  logical  sequence  of  all  pro- 
tective labor  and  social  legislation,  and  that  there  are  no  new 
social  principles  involved  that  have  not  been  admitted  in  other 
branches  of  labor  legislation.  This  is  important  not  only  as  an 
argument  before  courts  of  last  resort,  but  also  to  break  down  the 
opposition  that  is  found  among  economists  as  well  as  leaders  of 
labor  organizations. 

The  establishment  of  minimum  standards  is  the  object  of  most 
labor  laws,  be  they  standards  of  hygiene,  of  safety,  or  of  the 
duration  of  the  day.  There  is  absolutely  no  difference  of  princi- 
ple as  between  limiting  the  labor  day  to  ten  or  eight  hours,  and 
prohibiting  employment  of  wage  workers  under  a  minimum  wage. 
Both  limit  substantially  the  degree  of  exploitation  of  the  wage 
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worker  by  his  employer,  by  restricting  the  so-called  liberty  of 
either. 

Not  only  the  legal  but  the  economic  arguments  used  against 
them  are  identical,  and  we  may  say  equally  preposterous.  The 
argument  that  industries  must  be  preserved  no  matter  at  what  cost 
is  equally  vicious  in  application  to  either.  It  well  may  be  that 
a  more  drastic  action  of  the  Massachusetts  Board  in  relation  to 
the  broom  industry  would  have  increased  the  cost  of  brooms.  That 
is  an  argument  against  the  present  price  of  brooms  and  not  against 
the  right  of  Massachusetts  women  and  girls  to  lead  a  decent  and 
healthy  existence.  There  remains,  of  course,  the  spectre  of  inters 
state  competition.  It  is  quite  wonderful  what  vitality  this  spectre 
displays.  There  never  was  a  proposal  for  protective  labor  legis- 
lation that  was  not  confronted  by  it,  whether  it  was  an  effort  to 
shorten  the  workers'  day,  or  to  drive  out  child  labor,  or  to  grant 
accident  compensation. 

If  this  were  to  hamper  labor  legislation,  then  we  should  have 
in  Massadiusetts  child  labor  laws  of  Alabama  and  the  Carolinas, 
and  the  New  York  compensation  law  would  be  absolutely 
impossible. 

The  fact  of  the  matter  is  that  though  the  best  and  worst  com- 
pensation acts  are  only  separated  by  the  Hudson  River,  and 
though  interstate  competition  was  repeatedly  threatened,  t  have 
yet  to  hear  of  a  single  employer  who  decided  to  cross  the  river  to 
escape  the  burden  of  the  high  cost  of  compensation. 

It  is  time  to  get  rid  of  all  the  "community  of  interest"  cant. 
Labor  legislation  of  the  constructive  kind  is  "class  legislation" 
because  it  is  intended  for  the  purpose  of  protecting  the  wageworking 
class  against  the  employing  class.  And  no  substantial  results  will 
be  accomplished  until  this  is  frankly  recognized.  Perhaps  then 
we  shall  not  meet  the  opposition  even  from  the  workers  thmselves 
that  we  do  now.  Indirectly  and  occasionally  a  measure  of  labor 
legislation  may  also  benefit  the  employer,  but  indirectly  and 
occasionally  only.  As  a  rule  constructive  labor  legislation  cuts  into 
profits;  often  it  requires  a  direct  contribution  from  or  tax  upon 
the  employer.  There  never  was  a  substantial  labor  law  that  did 
not  met  the  opposition  of  the  employer  arising  from  these  facts. 

To  overcome  this  opposition  courage  is  a  very  essential  factor. 
The  Massachusetts  idea  of  the  function  of  the  wage  board  is  "to 
find  what  ca/n  he  done,  not  what  is  desirable,  to  discover  a  middle 
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ground  where  diverse  interests  can  be  reconciled."  It  seems  to  me 
that  this  is  just  the  attitude  well  calculated  to  discredit  the 
principle  of  minimum  wage  legislation.  It  is  not  only  abstractly 
desirable  but  quite  concretely  imperative  that  wages  be  sufficient 
to  pay  for  the  minimum  living  expenses.  And  when  these  have 
been  determined  to  be  $8.71  a  week,  it  is  preposterous  to  agree  at 
I5I4  cents  an  hour,  which  will  not  produce  the  necessary  amount 
except  through  66  hours  a  week.  It  is  further  preposterous  to 
disregard  in  these  computations  the  inevitable  loss  of  time  from 
ilhiess  or  unemployment. 

At  the  peril  of  being  accused  of  riding  my  own  particular  hobby, 
I  must  insist  that  the  principle  of  a  minimum  wage  cannot  be 
realized  unless  it  carries  with  it  ample  provision  against  all  tLe 
economic  emergencies  of  the  wage  workers'  existence  through  a 
comprehensive  system  of  social  insurance  against  sickness,  in- 
validity, old  age,  imemployment,  and  industrial  accidents.  This 
appears  impossible  now.  But  the  limits  between  the  possible  and 
impossible  in  social  legislation  are  not  physical  and  fixed.  They 
shift  readily  under  the  influence  of  social  pressures,  resulting 
either  from  class  consciousness  on  one  side  or  from  a  growing 
social  conscience  on  the  other.  And  given  sufficient  pressure,  things 
impossible  today  become  possible  sometimes  over  night.  In  plan- 
ning for  progressive  constructive  social  legislation,  some  social 
idealism  is  necessary.  If  we  are  to  admit  for  a  moment  that  in 
the  richest  country  in  the  world  things  socially  necessary  are  also 
impossible,  that  modem  society  finds  it  impossible  to  pay  a  min- 
imum living  wage,  mainly  because  the  most  prosperous  employers 
resist  it,  then  all  arguments  for  constructive  social  legislation  are 
reduced  to  nought  and  the  sooner  we  recognize  the  futility  of  prac- 
ticing social  evolution,  the  better. 

The  trouble  with  the  Massachusetts  minimum  wage  law  is 
largely  that  it  is  not  one.  Tf  minimum  wage  legislation  means 
anything  at  all,  it  means  the  duty  as  well  as  power  of  society  to 
prescribe  and  order  (not  only  advise  and  urge)  conditions  of 
remuneration  for  wage  work.  Society's  decision  to  interfere  is 
predicated  upon  failure  of  the  industry  to  arrive  at  a  satisfactory 
conclusion.  The  time  for  conferring  and  compromising  has  gone 
by  the  time  the  minimum  wage  law  decides  to  meet  the  regulation. 
The  administrative  machine  may  call  in  representatives  of  the  con- 
testing parties  for  the  purpose  of  obtaining  expert  information,  but 
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the  representatives  of  the  organized  state  (and  not  of  that  hazy 
indefinite  conglomerate  called  the  public)  should  have  the  majority 
of  the  deliberative  body,  and  not  be  weaker  than  either  side ;  above 
all  its  decision  should  have  the  binding  force  of  law.  It  may  well 
be  that  such  legislation  is  at  present  unconstitutional.  One  hesi- 
tates to  speculate  in  advance  concerning  the  decision  of  the  Su- 
preme Court,  but  if  it  is  unconstitutional,  so  much  the  worse  for 
the  constitution,  and  also  so  much  the  worse  for  our  efforts  at 
orderly  and  peaceful  social  progress. 

As  a  matter  of  fact  I  do  not  doubt  that  a  constitutional  way  will 
be  found  as  it  was  in  compensation.  It  seems  that  every  new  line  of 
labor  legislation  goes  through  the  same  stages  of  development.  It 
is  initiated  by  so-called  social  reformers,  as  evidence  of  a  growing 
social  conscience.  The  difficulty  with  the  social  reformer  is  that 
while  his  heart  is  usually  in  the  right  place,  courage  sometimes  fails 
him.  He  is  afraid  to  suggest  more  than  is  reasonable  and  possible. 
For  example,  take  the  New  York  Compensation  Act  of  1910,  for- 
tunately declared  unconstitutional,  or  the  present  New  Jersey 
act.  Perhaps  he  is  right,  for  he  meets  antagonism  even  from  or- 
ganized labor,  as  did  the  compensation  principle.  But  gradually 
the  workmen  learn.  And  when  they  do,  we  get  legislation  of  an 
entirely  different  type.  So  long  as  a  workman  must  send  his 
immature  daughter  and  sometimes  his  wife  to  work  to  provide  for  a 
reasonable  standard,  he  must  eventually  learn.  And  lo  and  behold, 
minimum  wage  laws  will  become  economically  sound  and  constitu- 
tionaUy  possible.  Even  under  the  seemingly  ironclad  and  rigid 
limitations  of  our  numerous  constitutions,  it  is  still  true,  that  in 
social  legislation,  where  there  is  the  will,  there  is  the  way.  I 
sometimes  fear  that  the  final  success  of  our  labor  legislation  de- 
pends upon  the  agitator  no  less  than  upon  the  economist  and 
statistician. 

Theeesa  S.  McMahon:  After  society  has  accepted  minimum 
wage  legislation  as  desirable,  because  necessary  to  maintain 
American  standards  of  living,  it  is  still  confronted  with  the  problem 
of  its  enforcement. 

Several  states  have  adopted  minimum  wage  laws,  and  established 
wages  for  women  and  minors  in  various  industries.  The  first 
rulings  in  the  state  of  Washington  applied  to  workers  in  mer- 
cantile establishments,  and  fixed  the  minimum  wage  to  be  paid 
adult  female  workers  over  the  age  of  eighteen  years,  other  than 
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apprentices,  at  $10  per  week.  The  minimum  wage  for  female 
workers  under  the  age  of  eighteen  years  was  fixed  at  $6  per 
week.  Apprentices  are  allowed  to  the  number  of  17  per  cent  of 
the  total  number  of  the  adult  workers  employed.  The  minimum 
wage  of  these  apprentices  was  fixed  at  $6  per  week  for  tbe  first 
six  months,  and  $7.50  per  week  for  the  second  six  months 
employed.  The  rulings  of  the  other  states  do  not  differ  funda- 
mentally from  the  rulings  made  by  the  state  of  Washington. 

Industrial  history  suggests  that  if  rulings  continue  to  be  made 
along  similar  lines  established  by  the  pioneer  states  in  the  move- 
ment minimum  wage  legislation  will  fail  in  its  purpose  and  the 
interested  public,  as  a  result,  will  lose  faith  in  this  method  of 
bettering  conditions  of  living  of  imderpaid  workers. 

The  large  army  of  underpaid  workers  is  in  part  a  product  of 
widening  markets  and  machine  industry.  Hand  in  hand  with 
these  has  come  an  efficiency  in  business  management  which  haa 
reduced  labor  cost  in  terms  of  human  energy  and  skill  to  a  re- 
markable degree.  This  reduced  cost  has  been  brought  about  by 
the  scientific  management  of  labor,  and  the  substitution  of  ma- 
chinery for  labor  whenever  profitable.  The  extensive  use  of 
machinery,  when  it  did  not  replace  workmen,  created  new  lines 
of  work  often  within  the  reach  of  the  unskilled,  untrained,  and 
young.  The  history  of  industrial  evolution  constantly  presents 
to  us  the  bitter  protest  of  the  skilled  worker  deprived  of  his 
means  of  livelihood  and  brought  face  to  face  with  the  new  econ- 
omic situation  of  either  joining  the  ranks  of  the  unskilled  or 
carving  out  a  new  trade  not  yet  claimed  by  machine  industry. 
The  ranks  of  the  unskilled  are  further  supplemented  by  the  in- 
creased application  of  minute  division  of  labor.  The  larger  the 
industrial  establishment  the  more  profitable  to  segregate  all  im- 
skilled  tasks  from  tbe  semi-skilled  and  skilled,  and  to  create 
specific  tasks  open  to  the  competition  of  the  cheapest  grade  of 
workers.  The  increasing  stream  of  unskilled  workers  is  fed  from 
another  source — that  of  immigration.  All  these  workers — men, 
women,  and  children^are  struggling  to  get  their  feet  on  the 
lower  rung  of  the  industrial  ladder. 

The  increasing  use  of  machinery,  coupled  with  minute  division 
of  labor,  and  a  competing  horde  of  immigrants  with  their  lower 
standards  of  living  are  potent  influences  in  breaking  down  the 
bargaining  power  of  the  unskilled  workers.  In  fact,  the  industries 
which  can  draw  upon  the  most  congested  labor  market  for  the 
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bulk  of  their  labor  supply  can  operate  on  a  comparatiyely  low 
labor  cost.  The  recognition  of  this  fact  is  responsible  for  the 
demand  on  the  part  of.  the  public  for  the  legal  regulation  of  min- 
imum wages  on  behalf  of  the  unskilled  workers  too  weak  to  bar- 
gain successfully  for  a  living  wage. 

If  this  is  true,  will  not  the  acknowledgement  of  one  year's 
apprenticeship,  as  the  commissions  of  the  various  states  are  rul- 
ing in  these  competitive  fields,  subvert  the  efficiency  of  minimum 
wage  laws?  Where  an  apprenticeship  of  even  six  months  is 
allowed  in  unskilled  industries,  and  there  exists  no  labor  organiza- 
tion to  enforce  seniority  rights,  will  not  the  workwomen  who  have 
served  an  apprenticeship  be  discharged  and  their  places  be  taken 
by  those  who  have  no  registered  apprenticeship  period  back  of 
them?  Will  not  the  old  abuse  of  the  apprenticeship  system,  so 
common  in  the  last  century,  be  reestablished  and  serve  but  one 
purpose,  that  of  securing  cheap  labor? 

The  breakdown  of  the  old  apprenticeship  laws  of  England  had 
its  origin  in  their  abuse.  Employers,  under  the  guise  of  ap- 
prenticeship, secured  cheap  contract  labor,  while  the  apprentice 
received  nothing  in  the  way  of  training  to  compensate  him  for 
his  low  wage. 

It  is  questionable  whether  the  skilled  trades  in  which  an  appren- 
ticeship of  one  year  must  necessarily  be  served  before  the  task 
in  question  can  be  efficiently  performed  is  in  immediate  need  for 
minimum  wage  legislation.  Workers  in  these  trades,  by  virtue 
of  their  skill,  look  forward  to  the  regulation  of  their  wages  through 
labor  unions  rather  than  state  aid.  It  is  the  living  standard  of 
the  unskilled  women  workers,  too  weak  to  bargain  for  themselves, 
minimum  wage  commissions  are  called  upon  to  maintain.  If  they 
fail,  by  not  adequately  guarding  against  loopholes  which  make 
possible  the  evasion  of  the  spirit  of  the  laws,  will  they  not  dis- 
credit the  whole  movement  and  antagonize  the  workers  themselves 
whose  faith  in  legal  action  seems  somewhat  shaken? 

It  is  true  minimum  wage  commissions  have  made  rulings  which 
limit  the  number  of  apprentices  which  can  be  employed  by  one 
firm.  In  Washington  apprentices  cannot  number  more  than  17 
per  cent  of  the  adult  workers  employed.  This  might  suggest  the 
conclusion  that  at  least  a  large  number  of  the  girls  will  receive  the 
wages  set  by  the  commissions  as  necessary  to  maintain  American 
standards  of  living.     But  does  this  really  follow? 

Closely  linked  to  this  abuse  of  the  apprenticeship  system  which 
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bound  the  apprentice  to  his  employer  for  a  period  of  years  was 
the  abuse  of  child  labor.  Aside  from  its  social  significance — the 
effect  of  child  labor  on  future  good  citizenship— its  disastrous  ef- 
fect upon  adult  labor  with  which  it  came  into  direct  competition 
was  not  overlooked.  Indeed,  it  has  been  one  of  the  moBt  forceful 
arguments  produced  in  behalf  of  child  labor  laws. 

When  the  minimum  wage  for  adults  is  placed  four  dollars  higher 
for  girls  over  eighteen  years  of  age  than  for  boys  and  girls  under 
eighteen  years  of  age,  as  was  done  in  the  mercantile  establishments 
of  Washington,  a  decided  premium  is  placed  on  the  labor  of  minors. 
Such  a  ruling  must  necessarily  be  accompanied  by  legislation 
cutting  down  the  legal  number  of  hours  a  minor  can  work  below 
the  number  set  for  adult  female  workers,  or  obliging  the  employers 
to  send  minors  to  continuation  schools  on  the  employer's  time. 
One  other  way  to  meet  this  problem  is  to  fix  the  same  legal  min- 
imum wage  for  minors  as  for  adults  when  the  two  classes  of  workers 
come  into  direct  competition. 

It  must  be  admitted  that  there  is  much  work  in  industry  which 
can  be  performed  by  girls  under  eighteen  years  of  age  as  well  as 
by  mature  women,  and  when  the  law  fixes  the  minimum  wage  for 
minors  appreciably  less  than  the  legal  minimum  to  be  paid  adult 
workers  the  latter  are  at  a  distinct  disadvantage  when  offering 
their  labor  for  sale. 

One  of  the  most  pressing  social  problems  of  the  day  is  how  to 
eliminate  child  labor  from  industry  as  a  means  of  protecting  fu- 
ture citizens  from  the  exploitation  of  industry,  and,  secondly,  bow 
to  prevent  the  children  in  industry  from  competing  with  their 
elders.  In  many  instances  a  child  can  be  driven  more  effectively 
than  an  adult,  and  would  prove  a  greater  financial  asset  to  his 
employer  if  employed  at  the  same  wage.  But  where  the  child 
has  no  advantage  over  the  adult  in  speed,  and  has  certain  marked 
disadvantages  in  efficiency,  its  employment  depends  solely  on  its 
willingness  to  accept  a  small  wage,  inadequate  for  its  support. 
When  boys  and  girls  compete  on  a  low  scale  with  adults,  and  when 
the  adults'  wage  is  raised  by  law  several  dollars  higher  than  the 
old  competitive  wage,  the  working  woman  is  apt  to  be  worse  off 
than  before  the  minimum  wage  law  went  into  effect.  Thus  is  add- 
ed a  further  inducement  to  continue  the  process  of  segregating 
the  unskilled  jobs  from  the  skilled,  and  to  employ  young  girls 
rather  than  women  who  are  more  likely  to  be  thrown  wholly  on 
their  own  resources. 
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There  is  no  way  of  determining  what  percentage  of  the  labor 
supply  offered  in  the  labor  market  is  made  up  of  young  women^ 
but  it  is  reasonable  to  suppose  that  the  number  of  girls  between 
the  ages  of  sixteen  and  eighteen  years  offering  their  services  to 
industry  would  be  considerably  higher  than  at  a  later  age  period, 
when  marriage  has  depleted  their  numbers.  The  competition  of 
these  girls  in  the  factory  and  department  stores  has  proven  in 
the  past  a  menace  to  wage-earning  women  who  are  necessarily 
self-supporting. 

When  we  face  these  two  problems  squarely,  namely,  apprentice- 
ship in  the  unskilled  trades,  and  the  labor  of  minors  in  these 
trades,  is  there  any  justification  for  the  accusation  of  the  Seattle 
working  girl  who  complained  in  the  columns  of  a  Seattle  daily 
paper,  ^^You  social  workers  are  making  things  worse  for  us  girls,** 
and  cited  as  an  example  minimum  wage  legislation.  She  had  lost 
her  job  because  she  had  a  year's  experience  back  of  her. 

Students  of  labor  problems  have  repeatedly  told  us  that  one 
reason  the  wages  of  women  are  so  low  is  that  they  crowd  in  the 
unskilled  trades  because  of  their  unwillingness  to  serve  a  year 
or  two  apprenticeship  in  the  better-wage-paying  industries.  They 
compete  with  each  other  within  a  narrow  circle  of  industries 
adapted  to  their  natural  skill.  Their  unwillingness  to  serve  an 
apprenticeship  is  based  on  the  fact  that  they  expect  to  marry  and 
to  leave  the  industrial  field  within  a  few  years. 

If  we  are  willing  to  concede  this  point — ^we  can  find  evidence 
on  all  sides — ^why  not  meet  the  issue  squarely,  and  fix  a  minimum 
wage  for  this  class  of  workers  for  whom  minimum  wage  laws  have 
been  asked? 

If  the  minimum  wage  commission,  charged  with  the  duty  of  fix- 
ing legal  minimum  living  wages,  are  convinced  that  they  cannot  do 
so  without  driving  industries  from  their  respective  communities, 
and  if  they  are  unwilling  to  assume  the  responsibility  for  doing  so, 
would  it  not  be  better  frankly  to  say  so  rather  than  to  enact 
rulings  which  will  fail  in  the  purpose  '  for  which  they  were 
originally  intended?  Any  other  course  may  impose  unjustifiable 
hardships  upon  the  weakest  workers  in  society.  The  value  of 
experience  in  minimum  wage  legislation  bought  at  such  a  price 
is  open  to  question. 

W.  L.  Whittlesey  :  These  minimum  wage  investigations  bring 
out  a  broad  fact  which  most  of  us  prefer  to  ignore :  that  all  civilized 
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societies,  so  far,  have  stood  on  some  subject  class,  have  founded 
their  industry  and  prosperity  upon  the  basis  of  an  inferior  order 
of  workers.  The  Greeks  elevated  this  system  into  a  philosophy  and 
had  a  good  deal  to  say  about  the  slave  as  a  living  tool  in  the  hand 
of  the  master.  It  is  less  than  eighty  years  since  books  were  written 
in  our  country,  and  that  by  sincere  and  learned  men,  to  justify 
this  method  of  getting  the  necessary  work  done.  It  has  always  been 
thus,  but  when  we  are  confronted  by  the  results  we  want  the 
system  changed,  we  want  to  get  such  a  situation  that  one  can  live 
in  a  community  and  buy  its  goods  and  preserve  one's  self  respect. 
This  is  not  a  matter  of  taking  property  away  from  one  set  of  men 
and  giving  it  to  others.  What  we  want  is  to  use  the  power  of  the 
state,  cautiously,  definitely,  and  as  slowly  as  conditions  require,  to 
fix,  as  Professor  Willoughby  has  said  in  his  book  Social  Justice^ 
the  plane  upon  which  competition  must  proceed.  The  idea  is  to 
put  a  bottom  into  industry  which  will  prevent  anyone  from  making 
profits  out  of  the  ignorance  and  necessity  of  his  workers,  to  make 
it  impossible  for  anyone  to  draw  off  any  part  of  the  labor  of  a 
community  into  employments  which  do  not  maintain  themselves. 
This  is,  of  course,  a  broad  principle  and  nothing  else.  It  does 
not  do  away  with  the  need  of  accident,  death,  and  sickness  benefits ; 
it  does  not  supplant  old-age  pensions  or  unemployment  insurance. 
To  reach  the  goal  will  require  the  most  careful  planning  and  the 
most  intelligent  administration  for  years  to  come,  but — and 
much  more  important — the  desirability  of  attaining  this  end  is 
in  no  way  impeded  by  the  reluctance  of  backward  employers  or  by 
the  immediate  difficulties  of  making  broad  trade  adjustments  in 
unprosperous  times.  The  minimum  wage  project  aims  at  a  per- 
manent betterment  of  working  conditions.  Its  feasibility  rests 
upon  two  great  facts:  first,  that  only  one  fourth  or  one  fifth  of 
the  labor  of  a  modem  community  is  required  to  feed  it  (we  are 
not  tied  to  the  soil)  ;  and,  second,  that  this  change  ought  to  have 
the  most  valuable  reaction  upon  our  productive  power.  No  cme 
need  be  starved  or  kept  poor  in  order  to  keep  our  world  going. 
There  ought  to  be  the  most  fundamental  advertising  value  in  a 
readjustment,  such  that  consumers  will  be  able  to  know  that  the 
things  they  use  are  made  under  the  right  conditions.  Who  wants 
to  ippose  on  half-fed  women  and  children  in  order  to  get  socks  at 
two  cents  less  per  pair?  The  conditions  these  investigations  reveal 
must  be  done  away  with.    Finally,  these  under-wage  people  are  a 
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dead  weight,  a  living  wet  blanket  on  the  development  of  the  com- 
munity. I  work  for  a  public  service  corporation  which  has  over 
$700,0009000  invested  in  this  country,  yet  there  was  not  a  single 
telephone  call  in  that  girPs  budget  as  Mrs.  Evans  gave  it.  For  her 
the  Bell  system  does  not  exist.  In  these  mill  towns  with  the  hordes 
of  cheap  labor  we  have  two  to  four  telephones  per  hundred  of 
population,  in  American  cities  of  the  same  size  we  have  twenty  or 
more  per  hundred.  This  is  only  one  note  from  one  line.  What 
can  you  sell  people  who  are  living  right  up  against  it?  They  mean 
nothing  to  progressive  business.  In  the  long  run  there  is  no 
curse  of  a  conununity  like  the  curse  of  cheap  people  and  it  is 
time  we  began  to  plan  to  get  rid  of  it. 

Scott  Nxaeino:  A  great  deal  has  been  said  regarding  the 
necessity  of  charging  up  the  cost  of  minimum-wage  legislation  to 
the  consumer  and  to  the  worker.  Is  it  not  time  that  some  effort 
was  made  to  charge  up  these  costs  where  at  least  a  considerable 
portion  of  them  bdong, — ^to  the  interest  and  dividend  funds  of 
the  community?  It  is  easy  to  assume  that  the  costs  of  progress 
should  be  charged  where  they  have  always  been  charged.  It  is 
high  time  that  we  refine  our  code  of  economic  thinking,  and  begin 
to  lay  burdens  on  the  shoulders  most  able  to  bear  them. 

N.  I.  Stone  :  I  believe  the  opposition  of  the  American  Federa- 
tion of  Labor  to  minimum  wage  legislation  is  due  largely  to  a 
failure  to  distinguish  between  a  legal  minimum  wage  which  is  meant 
to  be  merely  a  subsistence  wage  and  a  union  minimum  wage  which 
is  usually  a  standard  wage  aiming  to  provide  more  than  a  minimum 
necessary  for  existence.  The  legal  minimum  wage  is  applied  in  the 
sweated  trades  in  England,  and  in  the  few  states  in  this  country  in 
which  it  has  been  recently  enacted  aims  to  secure  a  subsistence  wage 
for  those  who  are  earning  less  than  the  minimum  amount  necessary 
to  support  life.  In  other  words,  it  comes  to  the  aid  of  those  whom 
the  union  apparently  has  so  far  been  imable  to  organize  or,  having 
organized,  has  been  unable  to  gain  for  them  a  living  wage.  It 
does  not  interfere  in  the  least  with  the  union  attempting  to  secure 
more  than  a  minimum  for  those  of  the  workers  who,  through  higher 
skill  or  through  ability  to  force  concessions  from  the  employers, 
can  secure  better  terms. 

Bearing  this  distinction  in  mind,  I  can  not  agree  with  the  re- 
mark in  Dr.  Rubinow's  excellent  paper  that  women  workers  have 
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not  been  able  to  accomplish  as  much  through  strikes  as  minimiim 
wage  legislation  can  accomplish  for  them.  In  the  Dress  and 
Waist  industry,  for  example,  the  wages  of  which  I  have  recently 
investigated  and  in  which  81  per  cent  of  the  workers  are  women, 
mostly  girls,  wages  of  week  workers  under  the  protocol  run  all  the 
way  from  $8  to  $14  per  week,  according  to  occupation  and  the 
skill  required.  These  are  the  minimum  union  rates,  and  a  con- 
siderable proportion  of  the  women  are  earning  still  higher  rates 
of  wages.  It  is  manifest  that  no  wage  board  under  a  miriinnirri 
wage  law  would  award  such  rates  of  wages  at  this  time.  The  same 
is  true  of  women  workers  in  other  organized  trades.  However,  in 
unorganized  trades,  like  candy  making,  paper  box  making,  etc.,  we 
know  from  Dr.  Woolston's  report,  as  well  as  from  reports  relat- 
ing to  other  states  than  New  York,  that  wages  of  women  are  far 
below  the  minimum  necessary  to  support  life. 

Dr.  MacMahon's  experience,  sad  as  it  is,  does  not  shake  my 
faith  in  the  possibilities  of  minimum  wage  legislation.  The  trouble 
with  her  state  was  that  the  law  failed  to  provide  adequate  safe- 
guards against  possible  abuse.  The  time  limit  placed  upon  the 
period  of  apprenticeship  was  all  right  as  far  as  it  went,  but  should 
have  been  supplemented  by  a  limitation  upon  the  percentage  which 
the  number  of  apprentices  in  any  estabhshment  may  bear  to  the 
total  number  of  employees  working  therein.  As  the  minimum 
wage  is  to  be  applied,  as  a  rule,  in  trades  in  which  no  skill  or  but 
little  of  it  is  required,  the  proportion  of  apprentices  could  be 
Sxed  at  a  low  figure,  certainly  not  more  than  10  per  cent  and 
possibly  less,  depending  on  the  character  of  the  trade.  For  the 
same  reason  a  year  seems  to  be  too  long  a  period  to  allow  for 
apprenticeship,  especially  for  adult  persons.  I  know  of  trades 
in  which  three  months  would  be  more  than  an  ample  allowance. 
With  the  law  strengthened  in  these  two  directions,  I  believe  the 
state  of  Washington  can  still  retrieve  the  minimum  wage  situation. 

As  for  the  fear  of  competition  from  states  having  no  minimum 
wage  laws,  to  which  Mrs.  Evans  has  referred,  I  regret  that  time 
will  not  permit  to  cite  concrete  instances  from  many  industries 
showbg  the  small  part  that  wages  play  in  the  total  cost  of  pro- 
duction. (Those  interested  in  this  aspect  of  the  case  are  referred 
to  my  paper  in  the  forthcoming  report  of  the  New  York  State 
Factory  Investigating  Commission  on  the  minimum  wage.)  I 
shall  merely  draw  attention  to  the  fact  that  higher  wages  usually 
spell  higher  efficiency,  especially  in  the  case  of  girls  compelled  to 
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work  at  starvation  wages,  which  inevitably  make  for  greater  h 
ciency.  In  this  connection  it  is  well  to  bear  in  mind  the  figures 
Dr.  Woolston  cited  in  his  paper  this  morning,  showing  what  little, 
almost  imperceptible,  effect  a  large  increase  of  wages  would  have 
upon  cost  of  production  or  prices. 

I  have  no  quarrel  with  Dr.  Nearing's  suggestion  of  increasing 
wages  at  the  expense  of  excessive  profits,  but  I  am  convinced 
that  no  such  calamity  threatens  the  recipients  of  profits  from 
minimum  wage  legislation  for  women  and  children,  which  only 
aims  to  raise  them  to  a  subsistence  minimum,  for  the  reasons  I 
have  already  cited  that  the  increase  in  efficiency  of  the  worker 
who  ceases  to  starve  is  bound  to  be  so  great  that  not  only  will  it 
not  increase  the  cost  of  production,  but  in  most  cases  it  will 
actually  reduce  it.  Again  I  speak  not  from  theory,  but  from 
actual  experience. 


MINUTES  OF  BUSINESS  MEETINGS  AT  PRINCETON 

Decembee  S9  to  31,  1914i 

Pursuant  to  the  announcement  in  the  program  of  the  Annual 
Meeting  the  Executive  Committee  met  in  Room  46)  McCosh  Hall, 
at  9  A.  M.,  Tuesday,  December  S9.  There  were  present  President 
Gray  and  Messrs.  Babson,  Carver,  Fetter,  McCrea,  Seligman, 
Willcox,  and  Young. 

As  the  minutes  of  the  previous  meeting  had  been  mailed  to  the 
members  of  the  Committee,  their  reading  was  dispensed  with. 

The  Secretary  reported  that  although  the  power  to  appoint  an 
auditing  committee  lay  with  the  Executive  Conunittee  it  had  been 
necessary  for  the  President  to  ask  three  members  of  the  Association 
to  audit  the  books  of  the  Treasurer  in  advance  of  the  Annual 
Meeting.  By  vote  of  the  Executive  Conunittee  the  members  so 
designated,  Messrs.  Donald  English,  R.  G.  Blakey,  and  A.  P. 
Usher,  were  constituted  the  Auditing  Committee. 

The  Secretary  also  reported  that  with  the  approval  of  the  in- 
dividual members  of  the  Committee,  obtained  by  correspondence. 
President  Gray  had  appointed  Mr.  W.  S.  Gilford  as  representa- 
tive of  the  Association  on  the  Joint  Committee  on  Standards  for 
Graphic  Presentation.  This  appointment  was  made  at  the  invita- 
tion of  the  American  Society  of  Mechanical  Engineers,  and  repre- 
sentatives on  the  Committee  had  already  been  appointed  by  the 
Actuarial  Society  of  America,  the  American  Academy  of  Political 
and  Social  Science,  the  American  Institute  of  Electrical  Engineers, 
the  American  Institute  of  Mining  Engineers,  the  American  Asso- 
ciation of  Public  Accountants,  the  American  Society  of  Mechanical 
Engineers,  the  American  Statistical  Association,  and  the  United 
States  Census  Bureau.  By  vote  of  the  Committee  the  appointment 
was  approved. 

It  was  voted  to  empower  the  Secretary  at  his  discretion  to  permit 
matter  which  has  appeared  in  the  publications  of  the  Association 
to  be  reprinted  elsewhere.  It  was  provided,  however,  that  per- 
missions to  reprint  from  the  Amebican  Economic  Review  must 
also  have  the  approval  of  the  Managing  Editor.  By  vote  of  the 
Committee  the  authors  of  two  papers  on  the  program  of  the  cur- 
rent meeting  were  given  permission  to  publish  their  papers  in 
advance  of  the  publication  of  the  Proceedings  of  the  meeting. 
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A  business  meeting  of  the  Association  was  held  in  Room  46s 
McCosh  Hally  at  9.45  a.  m.,  Tuesday,  December  SO,  President 
Gray  presiding. 

The  reading  of  the  minutes  of  the  previous  annual  meeting  was 
omitted,  as  these  had  already  been  published  in  the  Proceedings 
of  that  meeting. 

The  President  announced  the  appointment  of  the  following 
committees : 

On  nominations :  Messrs.  E.  R.  A.  Seligman,  R.  T.  Ely,  J.  W. 
Jenksy  H.  W.  Famam,  F.  A.  Fetter,  and  D.  Kinley. 

On  resolutions:  Messrs.  G.  A.  Warfield,  C.  W.  Wright,  and 
J.  H.  Hollander. 

The  reports  of  the  Secretary,  of  the  Treasurer,  and  of  the 
Auditing  Conmiittee  were  read  and  each  was,  by  vote,  approved. 

Professor  £.  R.  A.  Seligman  presented  a  preliminary  report  from 
the  Joint  Committee  on  Academic  Freedom  and  Academic  Tenure^ 
(see  Proceedings  of  the  Twenty-sixth  Annual  Meeting,  pp.  196) 
199).  It  was  voted  that  the  report  be  received  and  that  the  com- 
mittee of  three  representing  the  American  Economic  Association 
be  continued. 


The  Executive  Committee  met  at  9.80  a.m.,  Wednesday, 
December  SO,  in  Room  46,  McCosh  Hall.  There  were  present 
President  Gray,  and  Messrs.  Babson,  Carver,  Dewey,  Famam,  Fet- 
ter, Hammond,  Kinley,  McCrea,  Willcox,  and  Young. 

It  was  voted  to  reconsider  the  action  taken  by  the  Conmiittee 
on  May  11, 1914,  by  which  it  was  decided  to  hold  the  annual  meet- 
ing for  1915  in  San  Francisco  during  the  first  week  in  September. 
It  was  reported  by  the  Secretary  that  an  earlier  date  was  pre- 
ferred by  the  representatives  of  our  members  on  the  Pacific  Coast. 
It  was  voted  that  a  meeting  be  held  at  San  Francisco  in  the  second 
week  of  August.  It  was  also  voted  to  recommend  to  the  Associa- 
tion that  two  meetings  be  held  in  1915:  one  in  San  Francisco  at 
the  date  mentioned,  and  one  at  some  other  point,  possibly  in  the 
Middle  West,  in  the  last  week  in  December. 


A  business  meeting  of  the  Association  was  held  in  Room  46, 
McCosh  Hall,  on  Thursday  morning,  December  81,  at  9  o'clock^ 
with  President  Gray  in  the  chair. 

The  Secretary  read  the  following  resolution,  which,  upon  motion 

*The  report  is  printed  below»  p.  316. 
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of  Professor  W.  F.  Willcox,  had  been  adopted  at  the  joint  session 
of  the  American  Economic  Association  and  the  American  Statis- 
tical Association  on  Wednesday  morning,  December  SO: 

Rbsolveih  That  the  American  Economic  Association  and  the  American  Sta- 
tistical Association  here  meeting  in  joint  session  are  requested  to  consider 
the  expediency  of  appointing  cooperating  committees  on  the  relation  of  these 
Associations  to  tlie  statistical  work  of  the  federal  government. 

Professor  W.  F.  Willcox  then  presented  the  following  resolution : 

Resolved,  That  the  Executive  Committee  be  authorized  to  appoint  a  com- 
mittee of  five  upon  Federal  Work  in  Statistics,  with  power  to  add  to  its 
membership  and  to  codperate  with  a  similar  committee  of  the  American  Statis- 
tical Association. 

By  vote  of  the  Association  the  resolution  was  adopted. 

The  Secretary  then  read  the  following  resolution,  which  had 
been  introduced  by  Mr.  M.  M.  Dawson  at  the  joint  session 
of  the  American  Economic  Association  and  the  American  Statis- 
tical Association,  and  which  had  by  vote  of  those  present  at  that 
session  been  referred  to  the  respective  Associations  for  action: 

Whereas,  by  Resolution  No.  68»  called  for  by  resolutions  of  the  American 
Statistical  Association,  the  American  Association  for  Labor  Legislation,  the 
^American  Federation  of  Labor,  the  Actuarial  Society  of  America,  and  other 
civic  and  labor  associations,  the  Senate  of  the  United  States  has  called  upon  the 
Commissioner  of  Labor  Statistics  for  a  report  on  mortality  and  disability  among 
persons  in  different  occupations;  and 

Whereas,  the  Commissioner  of  Labor  Statistics  has  expressed  his  willingness 
to  perform  this  work  and  has  asked  for  an  appropriation  of  $35,000  to  enable 
him  to  do  so,  which  request  is  now  before  Congress, 

Be  It  Resolved^  That  the  American  Economic  Association  and  the  American 
Statistical  Association,  in  joint  session  at  Princeton,  N.  J.,  respectfully  urge 
upon  Congress  the  pressing  need  at  this  time  for  such  statistics  and  the  wisdom 
of  providing  the  funds  required  to  enable  the  Commissioner  of  Labor  Statis- 
tics to  collect,  analyse,  and  report  all  statistics  relating  to  such  mortality  and 
disability  as  may  be  at  his  command. 

By  vote  of  the  Association  this  resolution  was  referred  to  the 
Executive  Committee  with  power  to  act  upon  it  or  to  refer  it  to  the 
new  Conmiittee  on  Federal  Work  in  Statistics. 

The  recommendation  of  the  Executive  Committee  that  two 
meetings  of  the  Association  be  held  in  1915,  one  in  San  Francisco 
in  the  second  week  of  August  and  one  at  some  other  point  in  the 
last  week  of  December,  was  then  presented  to  the  Association.  It 
was  voted  to  approve  the  recommendation  of  the  Committee,  with 
the  understanding  that  the  Committee  should  still  feel  itself  free  to 
take  further  action  in  regard  to  both  places  and  dates. 


Busineu  Meeiingi  dOS 

Professor  F.  A.  Fetter  reported  for  the  committee  appointed 
by  the  Executive  Coimnitttee  to  consider  various  problems  con- 
nected with  the  offices  of  Secretary  and  Treasurer  (see  Proceed- 
ings of  Twenty-sixth  Annual  Meeting,  pp.  197,  SOO)  that  it  recom- 
mended that  no  change  be  made  in  the  present  arrangements  for 
conducting  the  work  of  these  offices.  By  vote  the  report  was 
received. 

Professor  £.  R.  A.  Seligman  presented  the  report  of  the  com- 
mittee on  nominations,  which  made  the  following  nominations :  For 
President,  Walter  F.  Willcox ;  for  Vice-Presidents,  T.  N.  Carver, 
Balthasar  H.  Meyer,  Jacob  H.  Hollander;  for  Secretary-Treas- 
urer, Allyn  A.  Young;  for  Editor  of  the  American  Economic 
Review,  Davis  R.  Dewey ;  for  members  of  the  Executive  Committee, 
Roger  W.  Babson  and  Wesley  C.  Mitchell;  for  members  of  the 
Editorial  Board,  Herbert  E.  Mills  (to  take  the  place  of  J.  H. 
Hollander  resigned),  Clive  Day,  and  Herbert  J.  Davenport. 

It  was  unanimously  voted  to  accept  this  report  and  to  authorize 
the  Secretary  to  cast  the  vote  of  the  members  present  for  the  list 
of  officers  named.  The  vote  was  so  cast  and  officers  named  were 
elected. 

The  committee  on  resolutions  presented  the  following  report, 
which  was  adopted  by  unanimous  vote. 

The  American  Economic  Association  expresses  sincere  appreciation  of  tiie 
hospitality  extended  to  us  by  Princeton  University,  and  particularly  of  tiie 
careful  arrangements  and  untiring  efforts  of  the  special  Committee  on  Local 
Arrangements. 

Be  it  therefore  Resolved:  That  the  Secretary  be  requested  to  make  in  the 
minutes  formal  record  of  these  sentiments;  and  to  transmit  copies  of  these 
resolutions  especially  to  the  Committee  on  Local  Arrangements,  to  President 
and  Mrs.  Hibben,  to  Professor  and  Mrs.  George  B.  McClellan,  to  Dean  and 
Mrs.  Magie,  to  the  members  of  the  Nassau  Club,  and  to  all  who  have  con- 
tributed to  the  success  of  the  Twenty-seventh  Annual  Meeting. 

G.  A.  Wakfizld 

C.  W.  WlIGHT 
J.   H.   HOLLAKDBR 

CofnmitUB  on  RsMoUktiom, 

The  matter  of  the  proper  preparation  of  the  national  budget 
having  been  brought  up  for  consideration,  it  was  voted  to  empower 
the  Executive  Committee  to  take  action,  or,  at  its  discretion,  to 
refer  the  matter  to  the  Committee  on  Federal  Work  in  Statistics. 


The  Executive  Committee  met  at  10  a.m.,  Thursday,  December 
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81,  in  Room  46,  McCosh  Hall.    There  were  present  Messrs.  Dewey, 
Fetter,  Famam,  Gray,  Hammond,  Kinley,  Willcox,  and  Young. 

Professor  E.  D.  Durand  presented  the  following  resolution  as  a 
report  from  the  sub-committee  upon  the  matter  of  imiversity 
credits  for  work  done  by  graduate  students  in  connection  with  pub- 
lic commissions,  efficiency  bureaus,  etc.  (see  Proceedings  Twenty- 
seventh  Annual  Meeting,  p.  SOO)  : 

Resolvkd,  That  it  is  the  sense  of  this  Association  that  universities  may 
properly,  under  conditions  to  be  prescribed  by  each,  grant  reasonable  credit, 
not  exceeding  the  credit  granted  for  one  year  of  university  residence,  toward 
advanced  degrees,  for  research  work  along  economic  and  statistical  lines  done  l^ 
previously  matriculated  students  as  employees  in  or  under  direction  of  govern- 
mental departments  or  private  organisations  or  associations. 

It  was  voted  that  the  report  be  received  and  the  committee 
discharged,  but  that  the  discussion  of  the  report  be  deferred. 


REPORT  OF  THE  SECRETARY  FOR  THE  YEAR  ENDING 

DECEMBER  17,  1914 

A  meeting  of  the  Executive  Committee  was  held  at  the  City  Club, 
New  York,  on  May  11,  1914.  The  President's  appointment  of 
Professor  L.  C.  Marshall  as  a  member  of  the  sub-committee  which 
is  to  report  upon  the  accrediting  by  universities  of  work  done  by 
graduate  students  in  connection  with  bureaus  of  municipal  re^ 
search,  public  commissions,  etc.,  in  place  of  Professor  H.  R. 
Seager,  resigned,  was  approved.  (The  other  members  of  the  sub- 
committee are  Professors  J.  R.  Commons  and  E.  D.  Durand,  the 
latter  being  chairman.) 

The  Secretary  reported  that  in  accordance  with  action  taken  at 
the  Minneapolis  meeting  a  letter  drafted  by  Professor  E.  D. 
Durand  and  signed  by  the  President  and  Secretary  had  been  sent 
to  the  President  of  the  United  States  urging  the  necessity  of  a 
proper  representation  of  the  United  States  at  government  expense 
at  important  international  congresses  and  other  international 
meetings  of  delegates  relating  to  economic,  sociological,  political, 
and  statistical  subjects.  A  reply  was  received  from  the  Counselor 
of  the  Department  of  State,  to  which  the  matter  had  been  referred 
by  the  President,  suggesting  that  the  Association  should  take  the 
initiative  in  securing  the  necessary  legislation  from  Congress. 

The  Secretary,  at  his  request,  was  empowered  to  enlarge  the 
scope  of  the  Handbook  of  the  Association. 

The  most  important  actioil  taken  by  the  Conmiittee  at  this  meet- 
ing was  a  decision  that  the  annual  meeting  of  the  Association  for 
1916  be  held  in  San  Francisco.  The  first  week  in  September  was 
selected  as  the  date  of  the  meeting.  It  was  supposed  at  the  time 
that  this  date  was  preferred  by  our  members  on  the  Pacific  Coast. 
But  changes  in  the  general  schedule  for  the  various  scientific 
gatherings  to  be  held  in  San  Francisco  in  connection  with  the 
Exposition,  together  with  some  other  new  factors,  have  led  some  of 
our  members  on  the  Coast  to  ask  that  the  meeting  be  held  somewhat 
earlier  in  the  summer.  This  matter  has  been  the  subject  of  much 
correspondence  with  the  members  of  the  Executive  Conmiittee, 
but  as  only  the  one  meeting  of  the  Committee  was  held  during 
the  year  a  final  decision  has  had  to  be  postponed  to  the  present 
meeting. 


REPORT  OF  THE  TREASURER  FOR  THE  YEAR  ENDING 

DECEMBER  17,  1914 

The  ordinary  statement  of  receipts  and  expenditures  which  fol- 
lows indicates  merely  the  cash  transactions  for  the  year. 

Receiptb  akd  Expenoitubes 

1914 

Cash  on  hand  December  16,  1913 94005.94 

Receipt* 

Membership  Dues   $9683.73 

Subscriptions    1487.37 

Guarantee  Fund 33.30 

Sales  of  Publications 763.80 

Interest 361.55 

13338.64 

$16334.58 

Expenditure* 
Publications 

Review  Printing   $3033.63 

Review  Editorial  3687.35 

Review  Expenses  and  Supplies 1577.78 

$7388.65 

Proceedings  and  Handbook 616.84 

Sundry  Publication  Expense  350.41 

$8155.90 

Secretary's  Office 

Office   Salaries    $1586.99 

Traveling  Expenses    133.34 

Stationery  and  Office  Printing 380.53 

Office  Supplies   48.64 

Office   Postage    441.43 

Telegraph  and  Telephone  61.03 

Express,  Freight  and  Cartage 60.33 

Miscellaneous   Expense    11.47 

Annual  Meeting    149.16 

3773.70 

Insurance  66.06 

Storage  of  Publications    50.00 

$11044.66 

United  Fruit  Company  Bonds $1904.50 

Cash  on  hand  Dec  17,  1914 

Ithaca  Trust  Co $  138.63 

Central  Trust  Co 3156.79 

3385.43 

5189.93 

$16334.58 


The  income  statement  which  is  subjoined  gives  a  more  adequate 
account  of  the  year's  changes  in  the  finances  of  the  Association,  for 
it  includes  among  the  expenditures  a  number  of  accounts  remaining 
unpaid  at  the  date  for  which  this  report  speaks,  and,  among  the 
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During  1910,  1911,  and  1912  our  membership  was  doubled* 
largely  through  the  efficient  work  of  the  officers,  assisted  in  some 
measure  by  a  special  membership  committee.  In  1911,  the  first  year 
of  the  American  Economic  Review,  a  particulariy  large  advance 
was  made.  But  there  was  also  an  increasing  number  of  withdraw- 
als. And  although  these  withdrawals  reached  a  maximum  in  1918, 
not  all  of  them  can  be  attributed  to  the  advance  in  dues  which  took 
effect  in  that  year.  Withdrawals  have  been  most  numerous  when 
our  membership  has  been  largest,  and,  moreover,  withdrawals  have 
annually  taken  away  a  larger  or  smaller  proportion  of  our  mem- 
bership according  as  that  membership  has  been  relatively  large 
or  small. 

It  is  clear  that  some  considerable  proportion  of  the  new  members 
added  in  the  past  five  years  have  found  that  they  were  not  suffi- 
ciently interested  in  the  work  or  in  the  publications  of  the  Associa- 
tion to  continue  to  pay  our  annual  dues.  It  is  to  be  hoped  that 
our  rolls  are  now  fairly  well  pruned  in  this  respect.  May  not  the 
loss  be  made  up  by  the  enrollment  of  new  members  who  will  be 
definitely  interested  in  the  furtherance  of  that  unprejudiced  and 
scientific  study  of  economic  problems  for  which  we  stand?  For 
this  permanent  sort  of  increase  in  our  membership  we  must  depend 
largely  upon  the  cooperation  of  those  now  on  our  rolls. 

The  Proceedings  of  the  Annual  Meeting  and  the  Handbook  of 
the  Association  were,  as  usual,  put  through  the  press  from  the 
Secretary's  office.  The  Handbook  for  1914  contains  one  new 
feature — a  geographical  index  of  members  and  subscribers — 
which,  it  is  hoped,  will  prove  useful. 

During  the  year  the  deaths  of  seventeen  members  haye  been' 
reported  to  the  Secretary,  namely : 

O.  H.  Beeey  Jaspee  M.  Lawfoed 

EuGEN  VON  Boehm-Baweek     M.  L.  Mu^hleman 
R.  M.  Beeckeneidge  John  P.  Sceipps 

H.  P.  Davidson  Waoee  Swayne 

Edwin  Ginn  Ci«aude  Thompson 

William  H.  Hill  Geoeoe  Westinohouse 

Beethold  Hubee  John  F.  Winslow 

C.  H.  HuTTiG  Stuaet  Wood 

DwiGHT  A.  Jones 

Respectfully  submitted, 

AxLTN  A.  Young, 

Secretary. 
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make  it  necessary  to  cut  slightly  into  our  accumulated  surplus,  but 
otherwise  the  income  of  the  year  should  suffice  to  cover  all  con- 
templated expenditures. 

Special  mention  must  be  made  of  the  very  efficient  and  pains- 
taking work  of  Mr.  Donald  English  as  chairman  of  the  auditing 
committee.  The  Treasurer  is  indebted  to  him  for  a  number  of 
valuable  suggestions  for  improvements  in  the  accounts  of  the 
Association. 

Respectfully  submitted, 

Alltn  a.  Young, 

Trcck^wrer. 


REPORT  OF  THE  AUDITING  COMMITTEE 

Ithaca,  N.  Y.,  December  21,  1914. 
To  the  American  Economic  Association: 

An  audit  in  detail  of  the  accounts  of  the  Secretary-Treasurer 
of  the  Association,  for  the  fiscal  year  ended  December  17,  1914, 
has  been  made  by  assistants  under  the  direction  of  your  committee. 
The  accompanying  statement  of  income  and  outgo,  balance  sheet, 
and  exhibit  of  charges  and  credits  to  surplus,  are  in  our  opinion 
correct,  and  we  certify  that  the  ledger  accounts  are  in  full  agree- 
ment with  the  balance  sheet  here  presented. 

Very  respectfully, 
Donald  Enoush  | 

Abbott  Payson  Usher  >  Auditing  CommiUee. 
Roy  G.  BukKEY  J 

Balasce  Shiit 

Aii§t9  LiabiUU$$ 

Cash  in  Bank $  198.63      Accounts  Payable 9769.07 

Cash  in  Savings  Account 3156.79      Membership  Dues  Prepaid...    99SM 

Investments  Reserves: 

New  York  City  Assess-  For    Defaulted    Mem- 

ment  Bond $1000  bership  Dues  Receiv- 

United  Fruit  Company  able 9450 

4%  of  1993 9000  For  Bad  Accounts  Re- 

3000.00  ceivable 50 

Insurance  six  months  — —    500.00 

Unexpired 39.00      Surplus  6997.96 

Membership  Dues 

Receivable    1757.00 

Other  Accounts 

Receivable    170.61 

Furniture  and   Fixtures 
Sec.-Treas.  Office 313.95 


$8558.98  $8558J8 


SuRPLTTs  Account 

Balance  December   15,   1913 $6634.65 

Defaulted  Membership  Dues  $470.00 

Uncollectible  Accounts  Receivable 
Sales    

Subscriptions    , 

■ 

Adjustments 

Accounts  Receivable $ 

Dues   Receivable    


Less  Amount  Paid  on  Membership 
Dues  written  off  


Actual  Surplus  prior  to  1914, 
Net  Surplus  for  the  year. . . 
Discount  on  Bonds  

Surplus  December  17,  1914. . 


$4.55 
5.00 

9.55 

95.69 
$505.17 

$  9.87 
99.75 

59.95 

445.99 

$6188.73 
669  J3 
140.00 

$6997.96 

SIS  American  Economic  Association 

Income  and  Outgo 
Ordinary  Income 

Dues   $10579.07 

Less  Defaulted^  243.75 

Net   1033539 

Interest  919.55 

$10554.87 

Ordinary  Outgo 

Office  Salaries    $1686.99 

Traveling  Expenses 133.94 

Stationery  and  Printing 980.59 

Postage  441.49 

Supplies  48.64 

Telephone  and  Telegraph  61.03 

Storage  of  Publications   50.00 

Freight  and  Cartage 60.93 

Insurance  66.06 

Annual  Meeting 189.01 

Miscellaneous  Expense 13.89 

3030.96 

Surplus  of  Ordinary  Income $7693^1 

Publication  Outgo 

Printing $3093.69 

Editorial 1500.00 

Contributional 1319.95 

Editorial  Expenses  1685.47 

Proceedings  and  Handbook  96^.37 

Sundry  Publication  Expense  959.74 

$8736.45 

Publication  Income 

Subscriptions     $1577.69 

Sales    816.95 

$9374.57 
Less  Uncollectible  Items  95.00 

9349.57 

Cost  of  Publication  above  Normal  Income $6386.88 

Guarantee  Fund 39.90 

Cost  of  Publication  above  Total  Income 6354.68 

Gross  Surplus  for  the  Year $1169J3 

Reserve  for  Defaulted  Membership  Dues  Receivable  $450.00 
Reserve  for  Bad  Accounts  Receivable 50.00 

500.00 

Net  Surplus  for  the  Year $669J23 

*  Amount  due  from  members  who  have  been  dropped  during  past  year,  for 
publications  furnished  during  the  year. 


REPORT  OF  THE  MANAGING  EDITOR  OF  THE  AMERI- 
CAN ECONOMIC  REVIEW  FOR  THE  YEAR 
ENDING  DECEMBER,  1914 

During  the  past  year  the  following  have  served  as  the  board 
of  editors:  Professor  J.  H.  Hollander,  and  Professor  F.  A. 
Fetter,  whose  terms  expire  in  1916;  Dr.  H.  B.  Gardner  and  Dr. 
J.  L.  Coulter,  whose  terms  expire  in  1916;  and  Professor  Clive 
Day  and  Professor  H.  J.  Davenport,  whose  terms  expire  with 
1914. 

The  Review  has  been  maintained  along  the  same  lines  as  during 
previous  years  and  a  distinct  effort  has  been  made  to  standardize  \ 
the  distribution  of  its  contents  into  the  different  departments —  . 
leading  articles,  reviews,  documentary  notes,  periodical  abstracts, 
and  notes.  In  accordance  with  the  belief  that  the  volume  should 
not  exceed  1000  pages,  this  fourth  volume  has  been  reduced  to 
1030  pages  as  compared  with  1078  of  the  preceding  year. 

There  have  been  20  leading  articles.  Fifty-one  reviewers  have 
been  added  to  the  contributing  staff,  making  a  total  of  277  since 
the  establishment  of  the  Review. 

The  following  changes  have  been  made  in  the  department  of 
periodical  abstracts.  Dr.  Harris  has  dropped  the  subject  of 
prices  and  has  taken  over  insurance  and  pensions.  Dr.  Barrett 
has  been  obliged  temporarily  to  suspend  the  preparation  of  ab- 
stracts in  the  field  of  banking;  Professor  M.  H.  Robinson  has 
resigned  as  abstractor  of  articles  on  corporations  and  trusts ;  and 
Professor  E.  R.  Dewsnup  as  abstractor  of  articles  on  railways. 
Professor  Heilman  of  the  University  of  Illinois  has  kindly  con- 
sented to  undertake  the  preparation  of  abstracts  in  the  field  of 
public  utilities. 

The  cost  of  the  Review  during  the  past  year  was  $76S1.S6, 
divided  as  follows: 

Printing     $8028.62 

Salary  of  editor 1600.00 

Contributors    1812.26 

Clerical  assistance 1286.29 

Supplies     469.18 


$7681.84 
This  is  $126.79  greater  than  in  the  preceding  year.     Addi- 
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tional  clerical  assistance  and  the  purchase  of  a  typewriter  are 
responsible  for  the  increase. 

Appended  are  comparative  tables  showing  the  distribution  of 
contents  and  costs  by  the  principal  groups  of  items  for  each 
volume  of  the  Review. 

1.  Pages  given  to  each  section 

1911       19ia       1918       1914 

Leading  articles   842  291 

Reviews  of  books 804  298 

News  books  listed '.  62  101 

Documents,  reports,  legislation..  89  110 

Periodical  abstracts 188  186 

Notes    40  41 

Doctoral  dissertations   8  11 


347 

887 

268 

843 

104 

136 

141 

118 

167 

166 

43 

85 

8 

10 

978  1038  1078  1030 

2.  Number  of  items  in  each  section 

1911  1912  1918  1914 

Leading  articles 21  17  20  20 

Books   reviewed    207  218  198  145 

New  books  listed 785  1452  1416  1575 

Signed    notes    in    docuqients,    re- 
ports and  legislation 27  82  42  88 

Periodical  abstracts 1074  1727  1877  2021 

8.  Percentage  given  to  each  section 

1911  ^12  1918  1914 

Leading  articles    84.9  28.0  32.2  81.8 

Reviews  of  books   81.0  28.7  24.9  28.6 

New  books  listed  6.2  9.6  9.6  18.2 

Docimients,  reports,  legislation.  .        9.1  10.6  18.0  11.0 

Periodical   abstracts    18.4  17.9  15.5  16.1 

Notes    4.0  4.0  4.0  8.4 

Doctoral  dissertations   .8  1.0  .7  .9 
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4.    Expend%ture$ 

1911          1918  1918            1914 

Printing $2495.18     $8220.83  $8828.01     $8028.62 

Salary  of  editor 1500.00       1500.00  1500.00       1500.00 

Contributors   1820.25       1114.50  1268.85       1812.25 

Clerical  assistance   . .     865.50        794.89  988.09       1286.29 

Supplies    418.51         292.68  825.10         459.18 

Traveling  expenses  of 

Editors    186.15 


$6780.59    $6922.90    $7404.55     $7581.84 

Datis  R.  Dewet, 

Managing  Editor. 


PRELIMINARY  REPORT  OF  THE  JOINT  COMMITTEE 
ON  ACADEMIC  FREEDOM  AND  ACADEMIC 

TENURE 

At  the  December,  191S,  meeting  of  the  American  Economic 
Association,  the  American  Sociological  Society,  and  the  American 
Political  Science  Association,  this  identical  resolution  was 
adopted : 

Resolved,  That  a  committee  of  three  be  constituted  to  examine  and  report 
on  the  present  situation  in  American  educational  institutions  as  to  liberty 
of  thought,  freedom  of  speech,  and  security  of  tenure  for  teachers  of 
Economics  (Sociology,  or  Political  Science). 

That  the  committee  be  authorized  to  cooperate  with  any  similar  com- 
mittee that  may  be  constituted  by  other  societies  in  the  field  of  political 
and  social  science. 

The  three  conunittees  appointed  in  virtue  of  these  resolutions 
subsequently  decided  to  merge  into  a  Joint  Committee  on  Academic 
Freedom,  of  which  Professor  Seligman  was  elected  chairman 
and  Professor  Lichtenberger  secretary.  The  report  herewith 
presented  to  each  of  the  three  associations  is  the  report  of  this 
Joint  CJommittee. 

Your  committee  has  held  several  meetings  at  which  the  general 
problems  were  discussed  and  has  investigated  several  cases  of 
alleged  infringements  of  academic  freedom.  As  a  result  it  became 
apparent  that  the  subject  bristled  with  complexities  of  such  a 
character  that  your  committee  feels  itself  in  a  position  at  present 
to  make  only  a  preliminary  report. 

It  is  important  at  the  outset  to  remove  misapprehensions  as 
to  the  function  of  the  committee.  This  function,  as  we  imder- 
stand  it,  is  not  that  of  a  merely  protective  organization  or  pro- 
fessional trade  union.  It  was  for  this  very  reason  that  it  was 
made  to  include  publicists  and  lawyers  as  well  as  professors.  Its 
object,  as  imderstood  by  us,  is  to  point  out  the  public  rather 
than  the  private  importance  of  the  problems  and  to  emphasize 
the  duties  as  well  as  the  rights  of  all  parties  concerned. 

The  public  relations  of  academic  freedom,  apart  from  the 
teachers  involved,  are  fivefold;  to  science,  to  the  student  body, 
to  the  trustees,  to  the  presidents,  and  to  the  community  at  large. 

1.  The  modem  imiversity  is  the  chief  home  of  science.  The 
aim  of  science  is  to  discover  new  truth,  but  every  new  truth 
means  the  disappearance  of  old  error  and  frequently  involves 
a  shock  to  existing  opinion.     The  shock  may  be  imwelcome  but 
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unless  there  be  the  fullest  freedom  in  scientific  investigation  and 
in  the  proclaiming  of  its  results,  there  can  be  no  progress. 

2.  The  student  body  in  our  institutions  of  learning  possesses 
the  right  of  having  presented  to  it  the  latest  results  of  scientific 
research,  whether  or  not  those  results  have  as  yet  been  firmly 
incorporated  into  the  body  of  accepted  truth. 

5.  The  trustees  of  such  institutions  are  interested  in  the 
problem  of  academic  freedom  because  with  the  possible  conflict 
in  their  minds  between  the  claims  of  the  general  principle  and 
the  immediate  welfare  of  the  institutions  committed  to  their 
charge  a  clearer  understanding  of  mutual  rights  and  duties  should 
be  helpful. 

4.  The  presidents  of  our  institutions  of  learning  are  sometimes 
in  a  difficult  position  because  of  their  double  capacity,  represent- 
ing both  faculty  and  trustees.  When  there  is  an  honest  difference 
of  opinion  as  to  the  extent  and  limits  of  academic  freedom  it  is 
just  as  likely  that  the  president  may  need  support  against  the 
trustees  as  that  he  may  act  as  their  mouthpiece  in  opposition 
to  the  faculty. 

6.  The  community  at  large  has  a  right  to  expect  of  its  institu- 
tions of  learning,  whether  maintained  by  public  contributions  or 
supported  by  private  munificence,  the  best  results  of  scientific 
achievement,  unhampered  by  party  bias  or  personal  prejudice. 

The  difficulties  of  the  problem  referred  to  above  involve  current 
misimderstandings  both  as  to  the  nature  and  limits  of  academic 
freedom  and  as  to  the  fundamental  theory  of  academic  tenure 
of  position. 

Let  us  examine  first  the  question  of  academic  freedom  or  liberty 
of  thought.  This  problem,  it  may  be  stated  at  the  outset,  does 
not  exist  in  colleges  under  obligations  to  teach  denominationalism, 
nor  in  institutions  designed  to  spread  specific  doctrines  of  any 
kind.  It  is  important,  however,  that  such  institutions  should 
not  be  allowed  to  sail  under  false  colors.  Freedom  of  thought 
and  the  inculcation  of  a  particular  brand  of  thought  are  hope- 
lessly irreconcilable. 

If  by  b'berty  of  thought  is  meant  freedom  of  research,  the 
necessity  of  its  existence  without  any  limits  is  so  obvious  as  to 
be  entirely  indisputable.  So  slight,  however,  is  the  danger  of 
its  infringements  in  the  American  institutions  of  today  that  this 
aspect  of  academic  freedom  calls  for  no  further  discussion. 

The  situation  is  different  when  we  come  to  the  other  phase 
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of  academic  freedom,  namely,  freedom  of  speech  or  liberty  of 
expressing  in  spoken  or  written  word  the  results  of  scientific  re- 
search. In  past  centuries  the  chief  menace  to  freedom  of  Hiis 
kind  was  theological ;  in  recent  times,  with  the  advent  of  demcx^racy 
in  politics  and  industry,  the  danger  zone  has  been  shifted  to 
economics,  political  and  social  science. 

The  motive  for  infringing  such  freedom  may  be  either  private 
or  public.  In  our  privately  endowed  institutions  it  rarely  if 
ever  happens  that  an  attempt  is  made  to  limit  academic  freedom 
because  of  threatened  injury  directly  to  the  individual  interests 
of  the  authorities.  More  commcm  is  the  public  or  sociaJ  motive, 
based  on  the  desire  of  the  authorities  to  prevent  the  spread  of 
ideas  or  influences  which  are  in  their  opinicm  harmful  to  true 
morals,  sound  politics,  or  the  real  social  interests.  In  between 
these  private  and  these  social  motives  lies  a  large  field  where  the 
motive  asserted  and  believed  by  the  authorities  may  be  social 
in  character  and  yet  where  in  reality  their  own  interests  or  that 
of  their  friends  are  implicated.  In  the  political,  economic,  and 
social  field  almost  every  question,  no  matter  how  large  and  general 
it  at  first  appears,  is  more  or  less  affected  with  private  or  quasi- 
private  interests ;  and,  as  the  governing  body  is  naturally  made  up 
of  men  who  through  their  standing  and  ability  are  personally 
interested  in  the  private  enterprises,  the  points  of  possible  conflict 
are  numberless.  When  to  this  is  added  the  consideration  that 
most  of  the  benefactors  as  well  as  the  parents  who  send  their 
children  to  privately  endowed  institutions  themselves  belcmg  to 
the  more  conservative  class,  it  is  apparent  that  a  similar  pressure 
may,  however  imconsciously,  sometimes  be  brought  to  bear  upon 
the  academic  authorities. 

On  the  other  hand,  in  our  state  institutions  the  danger  is  the 
reverse.  Where  the  university  is  dependent  for  funds  upon  legis- 
lative favor,  it  has  not  infrequently  happened  that  the  conduct 
of  the  institution  has  been  affected  by  political  considerations; 
and  where  there  is  a  definite  governmental  policy  or  a  strong  pub- 
lic feeling  on  economic,  social,  or  political  questions,  the  menace 
to  academic  freedom  may  proceed  from  the  expression  of  views 
that  in  the  particular  political  situation  are  deemed  ultra-con- 
servative rather  than  ultra-radical. 

The  real  point  of  danger,  hence,  is  not  so  much  the  particular 
shade  of  opinion  as  that  it  differs  from  the  one  entertained  by 
the  authorities.    The  problem  resolves  itself  into  one  of  departure 
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from  accepted  standards;  whether  the  departure  is  in  the  one 
direction  or  the  other  is  immaterial. 

In  considering  this  problem  six  classes  of  difficulties  present 
themselves.  The  first  query  is  as  to  whether  the  identical  rule 
ought  to  be  applied  to  our  colleges  as  to  our  universities.  In 
a  true  university  there  may  be  a  dozen  instructors  teaching  vari- 
ous aspects  of  the  same  subject  and  ranging  in  their  views  over 
the  entire  gamut  of  opinion.  The  student  has  his  choice  and 
balances  the  idiosyncrasies  of  one  scholar  against  those  of  another. 
In  a  small  college,  where  there  may  be  only  a  single  instructor 
to  cover  the  entire  field,  not  only  are  the  students  apt  to  be 
much  more  easQy  infiuenced  in  their  general  point  of  view,  but 
fthe  reputation  of  the  college  itself  is  more  likely  to  be  affected 
by  the  opinions  of  any  member  of  the  faculty.  There  is,  indeed, 
everywhere  a  danger  line;  but  is  the  line  not  somewhat  further 
removed  in  the  one  case  than  in  the  other? 

Secondly,  irrespective  of  the  distinction  between  a  college  and 
a  university,  ought  not  different  rules  to  be  applied  to  graduate 
and  undergraduate  instruction,  to  teachers  of  immature,  as  com- 
pared with  those  of  more  advanced,  students?  Is  it  not  true 
that  the  more  youthful  the  class  of  students,  the  greater  is  the 
teacher's  obligation  to  present  scientific  truth  with  discretion  and 
with  some  regard  to  their  character  building?  Should  the  rule 
of  academic  freedom  in  all  its  rigor  not  be  limited  to  the  in- 
structor of  the  more  mature  and  advanced  students,  whose  char- 
acter has  largely  been  formed  and  who  are  in  the  proper  attitude 
to  receive  truth  for  truth's  sake?  Is  not  much  of  the  imcleamess 
in  the  present  situation  due  to  the  failure  to  distinguish  between 
classes  of  instructors? 

Thirdly,  ought  the  same  rule  to  apply  to  the  specialists  and 
to  the  non-specialists?  Within  the  university  this  problem  cannot 
arise,  for  the  views  of  a  biologist  on  the  tariff  or  of  a  physicist 
on  socialism  would  be  of  no  interest  to  any  of  his  students. 
But  if  the  biologist  should  give  a  public  address  on  some  economic 
question  or  if  the  physicist  should  take  part  in  a  political  cam- 
paign, ought  interference  with  this  to  be  considered  as  an  infringe- 
ment of  academic  freedom? 

Fourthly,  as  to  the  instructor  speaking  on  his  own  chosen 
topic,  ought  a  distinction  to  be  made  between  the  opinions  ex- 
pressed within  the  class  room  or  lecture  hall  and  those  expressed 
on  the  outside?     The  opinions  of  a  scholar  in  a  lecture  room 
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indeed  ought  to  be  considered  privileged.  Discussions  in  the 
class  room  are  not  supposed  to  be  formal  i^tterances  for  the 
public  at  large.  They  are  often  designed  to  provoke  oppoBitioii 
or  to  arouse  debate.  There  should  be  no  room  for  sensational 
newspaper  quotations  from  such  remarks.  In  foreign  comitriet 
it  is  a  misdemeanor  to  publish  or  otherwise  to  quote  a  univenitj 
lecturer  without  his  consent.  Ought  not  such  a  practice  tp  be 
observed  in  this  country? 

The  specialist  may,  however,  speak  on  the  subject  outside  of 
the  class  room,  either  with  the  students  informally  or  in  Ik 
scientific  address  or  in  a  popular  talk.  He  may,  in  the  exercise 
of  the  ordinary  duties  of  citiz^isbip,  take  part  in  politics,  sad 
may  even  run  for  office  or  hold  office. 

To  what  ext^it  and  under  what  conditi<Mis  Ofught  this  to  be 
permitted?  Does  the  possession  of  special  opportunities  of  stody 
and  presumably  of  special  knowledge  on  ]K>litical,  social,  or 
economic  questions  constitute  a  reason  why  one  should  use  lus 
information  to  influence  public  opinion?  Or  does  it  make  it 
desirable,  on  the  contrary,  that  he  should  not  voic^  his  opinions? 
It  may  be  claimed  that  an  academic  teacher  who  publicly  takes 
a  definite  stand  on  a  political  or  economic  issue  is  thereby  im- 
pairing his  reputation  for  impartiality.  Does  this,  however, 
not  exaggerate  the  distinction  between  intramural  and  extramural 
utterances?  If  within  the  class  room  the  scholar  discusses  a  topic 
in  a  scientific  way,  presenting  both  sides  of  the  question  and  thai 
drawing  his  own  conclusions,  does  the  mere  fact  of  his  expressing 
these  conclusions  in  public  necessarily  impair  his  reputation  as 
a  scientist?  And  has  the  community  not  the  right  to  profit  by 
the  opinion  of  the  expert,  if  he  really  is  such? 

Fifthly,  to  what  extent  should  a  scholar  be  expected  to  make 
concessions  to  public  sentiment?  That  there  are  limits  is  obvious. 
A  teacher  in  a  southern  university  might  have  private  views  as 
to  the  general  philosophy  of  social  equality  between  the  white 
and  the  colored  races;  but  would  he  not  be  injudicious,  to  say 
the  least,  publicly  to  oppose  the  overwhelming  general  sentiment? 
A  sociologist  might  come  to  the  conclusion  that  trial  marriages 
were  desirable.  But  could  an  objection  to  the  public  expression 
of  such  views  properly  be  called  an  infringement  of  aoculaaoic 
freedom?  Even  though  experience  shows  that  there  is  no  man 
or  set  of  men  so  capable  as  to  be  able  to  decide  what  academic 
teachings  shall  be  suppressed  as  contrary  to  good  morals,  can 
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claim  for  the  academic  teacher  a  cimsideration  which  will 
mitirely  relieve  him  from  the  consequences  applicable  to  all  others 
when  thej  advance  opinions  for  which  the  popular  mind  is  not 
prepared  and  which  are  at  variance  with  the  recognized 
fundamental  standards? 

Sixthly,  is  not  the  crux  of  the  situation  often  to  be  found 
less  in  the  statement  of  any  particular  opinicm  than  in  the 
method  of  its  expressi^m?  If  the  academic  teacher  takes  part 
in  any  discussion  where  piddic  opinion  is  sharply  divided  or 
hostile,  is  it  not  incumbent  on  him  sedulously  to  refrain  from 
extreme  or  intemperate  statement?  Can  freedom  of  speech  be 
permitted  to  cover  self -exploitation  or  mere  desire  for  notoriety? 
And  if  a  university  teacher  differs  so  widely  in  method  of  ex- 
pression from  his  f^ow  sci^itists  as  to  forfeit  their  confidence 
in  his  scholarship  and  poise  of  judgment,  can  he  continue  to 
invoke  in  his  bdialf  the  plea  of  academic  freedom? 

It  is  clear,  therefore,  that  there  are  no  rights  without  duties  and 
that  the  duties  of  teacher  and  of  authorities  are  reciprocal.  The 
duty  of  the  academic  authorities  is  to  refrain  from  confounding 
their  own  predilections  with  what  they  imagine  to  be  public  policy ; 
the  duty  of  the  professor  is  to  remember  that  he  is  acting  not 
merely  as  an  individual  but  as  the  representative  of  science. 

Various  kinds  of  pressure  upon  a  teacher  may  be  exerted  to 
limit  his  academic  freedom,  but  it  is  only  the  most  severe  and 
therefore  the  most  unusual  that  ever  come  to  public  notice,  namely, 
dismissaL  Milder  disciplinary  measures  are:  warning,  transfer 
to  other  work,  denial  of  promotion  or  of  increase  of  salary.  The 
difficulty  of  ascertaining  the  existence  of  such  measures  is  almost 
insurmountable,  inasmuch  as  other  reasons  may  almost  always  be 
assigned  by  the  authorities,  such  as  lack  of  ability,  tactlessness, 
general  incompatibility,  etc.  If,  however,  we  ccmfine  our  atten- 
tion to  dismissal  we  are  brought  face  to  face  with  the  most 
fundamental  point  in  the  problem.  What  is  or  what  should  be 
the  nature  of  the  employment  and  tenure  of  a  college  or  university 
teacher? 

On  one  hand  the  view  is  more  or  less  frankly  expressed  or 
implied  by  the  authorities  that  academic  teaching  is  a  purely 
private  employment,  resting  on  a  contract  between  the  employ- 
ing authority  and  the  teacher.  The  same  authority  may  dismiss 
the  employees  at  any  time,  for  any  cause,  or  for  no  assigned 
cause  whatever ;  and  the  contract  itself  is  terminable  at  the  pleas- 
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ure  of  the  trustees.  On  the  other  hand,  this  is  denounced  as  the 
**hired  man''  concept  of  the  subject,  destructive  to  the  scientific 
spirit  of  the  work,  and  to  the  dignity  of  the  profession  necessary 
to  attract  able  scholars  and  teachers.  Academic  teaching,  it  is 
said,  must  be  regarded  as  a  quasi-public  official  employment  in 
which  the  original  appointment  is  made  by  the  authorities  who 
are  bound  to  act  not  as  private  employers  or  from  private  mo- 
tives but  as  public  trustees.  It  is  held  that  only  in  this  way  can 
there  be  made  possible  the  development  of  the  standards  of  dis- 
interested scholarship  or  can  there  be  created  a  body  of  scholars 
and  teachers  to  perform  for  the  community  a  necessary  function 
which  cannot  otherwise  be  achieved.  It  is  a  distinctly  different 
service  from  that  of  the  judge,  the  lawyer,  the  journalist,  or 
the  ordinary  corporation  official.  It  implies  a  security  of  tenure, 
not  as  a  personal  privilege  but  as  an  expedient,  far-sighted  public 
policy,  which,  so  far  as  it  is  consistently  followed,  attracts  hi^ 
ability  into  a  social  service  with  small  pecuniary  reward. 

Evidently  the  practice  in  most  cases  exemplifies  neither  ideal 
of  employment,  although  it  ranges  from  the  one  extreme  to  the 
other.  In  some  of  the  smaller  colleges  the  private-employment 
concept  is  nearly  realized.  In  some  of  the  larger  universities 
the  public-employment  concept  is  closely  approached.  Almost 
everywhere  there  is  great  uncertainty  of  practice,  reflecting  great 
vagueness  of  conviction  on  the  subject. 

It  is  clear  that  the  farther  we  get  away  from  the  hired-man 
theory  the  more  definite  will  be  the  replies  to  the  queries  which 
we  desire  here  only  to  formulate. 

First,  ought  an  academic  teacher  ever  to  be  dismissed  at  all, 
or  ought  he  to  be  virtually  irremovable,  as  in  the  continental 
universities? 

Secondly,  ought  a  distinction  to  be  drawn  in  this  respect  be- 
tween a  college  and  a  imiversity  teacher,  between  an  officer  of 
high  grade  cmd  one  of  low  grade;  between  an  officer  of  long 
stfimding  and  one  of  recent  tenure? 

Third,  if  such  a  distinction  is  permissible,  ought  an  academic 
teacher  of  long  standing  ever  to  be  dismissed  without  the  payment 
of  a  pension? 

Fourth,  ought  an  academic  teacher  of  any  grade  ever  to  be 
summarily  dismissed  by  the  authorities  without  hearing  or  trial? 

Fifth,  if  there  is  to  be  a  hearing  or  trial,  ought  this  to  be  before 
the  university  authorities  or  before  some  tribunal  representing 
the  general  interests  of  scholarship? 
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Sixth,  ought  an  academic  teacher  ever  to  be  dismissed  without 
public  declaration  of  the  reasons  therefor,  and  if  not,  ought  the 
reasons  alleged  ever  to  be  a  mere  pretext,  even  though  the  sup- 
pression of  the  real  reason  is  in  the  supposed  interest  of  the 
individual  himself? 

From  the  foregoing  it  is  dear  that  there  may  be  differences 
of  opinion  as  to  the  ideals  to  be  realized,  as  to  the  practicable 
means  of  attaining  the  ideal,  and  as  to  the  limitations  to  be 
observed.  Our  preliminary  investigation  of  actual  cases  has 
brought  us  to  the  tentative  conclusion  that  mistakes  have  been 
made  on  both  sides  and  that  the  chief  di£Bculty  arises  from  a 
failure  of  academic  teachers  as  well  as  of  academic  authorities 
to  observe  the  duties  no  less  than  the  rights  of  their  position. 
In  order,  therefore,  to  enable  us  to  devote  more  study  to  the 
investigation,  both  in  its  general  aspects  and  in  the  particular 
cases  of  alleged  infringement  of  academic  freedom,  we  recommend 
that  this  committee  be  continued  with  a  view  of  making  a  final 
report  at  the  next  annual  meeting. 
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THE  APPORTIONMENT  OF  REPRESENTATIVES 

ANNUAL  ADDBESS  OF  THE  PRESIDENT 

Waltee  F.  Wnxcox 
Cornell  University 

According  to  an  unbroken  series  of  precedents  running  back  to 
the  origin  of  the  American  Economic  Association,  some  thirty 
years  ago,  the  President  selects  for  the  theme  of  his  annual  address 
either  a  fimdamental  economic  problem  or  some  phase  of  the  rela- 
tion between  economics  and  our  social,  political,  educational,  or 
legal  institutions.  In  breaking  with  this  tradition  I  am  taking  a  step 
which  requires  an  opening  word  of  explanation.  The  reason  under- 
lying the  precedents  and  giving  them  their  value  is  the  principle 
that  the  man  whom  the  Association  has  honored  should  offer  in 
return  whatever  he  has  that  seems  most  worthy  of  attention  from 
the  Association  and  the  public.  But  of  that  he  must  be  the  judge. 
In  the  present  case  exceptional  circumstances  seem  to  justify  ah 
unprecedented  choice.  A  brief  statement  of  the  circumstances 
may  serve  to  secure  for  the  subsequent  argument  a  more  indulgent 
attention. 

The  presidents  of  a  score  of  American  universities  were  invited 
some  years  ago  by  the  Census  Office  to  nominate  graduate  students 
of  economics,  one  from  each  institution,  who  might  assist  in  the 
study  of  various  problems  within  its  field  of  work.  The  Secretary 
of  the  Economic  Association,  who  was  temporarily  in  the  employ  of 
the  Federal  Government,  had  suggested  that  the  invitation  be  given 
and  was  responsible  for  the  results.  His  position  had  grown 
naturally  out  of  his  secretarial  duties  and  was  intended  as  a  recog- 
nition of  an  extended  report  and  accompanying  papers  just  pub- 
lished by  a  committee  of  the  Association.^ 

Somewhat  more  than  a  year  after  this  group  assembled  in 
Washington  the  results  of  tiie  census  of  1900  laid  the  basis  for 
the  apportionment  law  of  1901  and  members  of  the  group  pre- 
pared for  Congress  the  tables  around  which  the  prolonged  dis- 
cussion centered.  While  following  these  congressional  debates 
they  became  interested  in  certain  vexatious  difficulties  and  anoma- 
lies in  the  method  of  apportionment,  for  the  solution  of  which 

*  The  Federal  Ceneue,  Critical  Eeeaye  by  Membere  of  the  Amerieam  Beoncmie 
AseeeSatiom  collected  a»d  edited  by  a  Special  Committees  1890. 
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Congress  naturally  could  not  wait.  So  it  cut  the  knot  and  tamed 
to  other  business.  The  decision  which  Congress  reached  was  seem- 
ingly devoid  of  justification  in  theory  and  had  been  rejected  fay  aU 
trained  students  who  had  faced  the  problem.  Twenty  years  earlier, 
our  first  president,  Greneral  Walker,  had  characterized  a  similar 
solution  as  losing  *^all  hold  on  any  principle  governing  the  matter/' 

During  the  following  decade  members  of  the  group  continued  a 
spasmodic  discussion  of  the  apportionment  problem  among  them- 
selves and  with  others,  and,  in  1910,  when  it  again  became  urgent, 
a  solution  had  been  worked  out  which  could  hardly  have  occiured 
to  any  one  of  the  group  alone  or  to  any  member  of  Congress.  The 
solution  commended  itself  to  the  House  Committee  on  the  Census, 
aroused  no  opposition  in  House  or  Senate,  and  was  speedily  fol- 
lowed in  the  law.  The  fact  that  these  members  of  our  Association 
have  contributed  to  elucidate  the  difficult  problem  may  justify  the 
choice  of  a  theme  remote  from  the  field  of  eccmomics  as  traditionally 
interpreted. 

A  few  months  before  the  group  was  brou^t  together  the  presi- 
dent of  the  Association,  in  closing  his  annual  address,  had  said: 
^^I  believe  that  the  largest  opportunity  of  our  economists  in  the 
immediate  future  lies  not  in  theories  but  in  practice,  not  with  stu- 
dents but  with  statesmen,  not  in  the  education  of  individual  citi- 
zens, however  widespread  and  salutary,  but  in  the  leadership  of  an 
organized  body  politic.^ 

It  is  somewhat  in  the  spirit  of  President  Hadley's  speech  at  New 
Haven  that  I  ask  your  attention  to  this  theme.  My  immediate  ob- 
ject is  to  present  the  reasons  for  believing  that  the  problem  of 
apportionment  under  the  provisions  of  the  Constitution,  a  technical 
problem  to  which  at  intervals  through  more  than  a  century  the 
attention  of  Congress,  executive  officers,  and  statistical  exi>erts 
had  been  directed,  with  only  temporary  and  provisional  success,  has 
at  length  been  solved  by  reconciling  the  demands  of  Congress  with 
the  conditions  imposed  by  theory.  My  remote  object  is  to  show 
that  the  groimd  has  been  cleared  for  renewing  under  more  favorable 
auspices  that  effort  to  check  the  steady  €tnd  rapid  increase  in  the 
size  of  the  House  of  Representatives  which  was  made  in  1850  and 
abandoned  in  1870. 

Only  two  provisions  of  the  Constitution  bear  on  the  present 
problem,  one  that  "representatives  .  .  .  shall  be  apportioned 
among  the  several  states  .  .  .  according  to  their  respective  num- 

»  A.  T.  Hadlcy,  Am.  Econ.  Assn.,  Eeonofide  Studiss,  IV  (1899),  p.  98. 
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hen/*  and  the  other  tibat  "each  state  shall  have  at  least  one 
representative." 

Between  1790  and  1911,  inclusive,  two  fundamentally  different 
methods  of  apportionment  were  employed,  one  method  in  seven 
apportionm^its  and  the  other  in  six.  It  is  theoretically  possiUet 
of  course,  that  the  two  methods  may  be  equally  good  or  equally  badf 
but  probably  one  method  is  better  than  the  other  and  poss3>ly  one 
method  is  wroag  and  the  other  right.  The  two  methods  differ  in 
that  one,  which  I  will  venture  to  call  the  method  of  an  assumed 
ratio,  starts  from  an  assumed  nund)er  of  persons  to  one  represaoita- 
tive,  the  number  being  usually  but  not  necessarily  a  whole  number 
of  hundreds  or  thousands ;  and  the  other,  which,  but  for  the  fact 
that  it  has  long  beoi  called  the  Vinton  method  from  the  name  of 
the  representative  who  introduced  it,  might  be  named,  in  contrast 
to  the  first,  the  method  of  a  computed  ratio,  starts  from  an  as- 
sumed number  of  representatives  in  the  House  and  computes  the 
average  number  of  persons  to  a  representative  by  dividing  the 
constitutional  or  representative  population  of  the  United  States 
by  that  number.  The  quotient  is  then  used  as  a  divisor  for  the 
population  of  each  of  the  states,  a  representative  is  apportioned 
for  each  unit  in  the  resulting  series  of  quotients,  the  sum  of  which 
under  all  ordinary  circumstances  is  less  than  the  number  of  repre- 
sentatives to  be  apportioned,  the  remainders  are  arranged  in  ord^ 
of  size,  and  a  representative  assigned  to  each  in  succession  until  the 
desired  total  is  secured.  This  method  sometimes  leaves  one  or  more 
major  fractions,  or  fractions  larger  than  one  half,  without  an  addi- 
tional representative  and  sometimes  gives  an  additicmal  representa- 
tive for  one  or  more  minor  fractions,  results  which  have  been  ser^ 
ious  stumbling-blocks  to  Congress  but  are  inherent  in  the  method. 

The  Vinton  method  was  used  at  every  census  between  1860  and 
1900,  inclusive;  the  method  of  an  assumed  ratio  was  used  at  every 
census  between  1790  and  1840,  inclusive,  and  again  in  1910.  The 
latter  method  has  taken  two  forms,  one  in  which  all  fractions  after 
division  are  disregarded  in  the  apportionment,  and  the  other  in 
which  all  fractions  larger  than  one  half  entitle  the  states  wherein 
they  occur  to  an  additional  representative.  These  two  may  be 
called  the  method  of  rejected  fractions  and  the  method  of  major 
fractions. 

After  this  preliminary  clearing  of  the  ground  my  main  thesis 
may  be  stated  as  follows:  The  method  of  major  fractions  is  the 
correct  and  constitutional  method  of  apportionment. 
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To  determine  what  is  the  correct  and  constitutional  method  a 
test  of  correctness  is  needed.  The  requirement  that  representa- 
tives shall  be  apportioned  among  the  several  states  according  to 
tiieir  respective  numbers  cannot  be  strictly  and  exactly  met.  Prob- 
ably no  two  states  ever  have  had  or  ever  wiU  have  exactly  the  same 
number  of  inhabitants  to  one  representative.  Tins  fact  does  not 
authorize  Congress  to  disregard  the  constitutional  mandate,  bat 
does  oblige  it  to  interpret  the  phrase  by  reading  into  the  Constitu- 
tion at  this  point  the  words  ^^as  near  as  may  be,"  so  that  the  re- 
quirement means,  representatives  shall  be  apportioned  among  the 
several  states  according  to  their  respective  numbers  as  near  as 
may  be.  This  is  the  substance  of  the  claim  made  by  Daniel  Web- 
ster in  his  committee  report  to  the  Senate  in  18S2,'  which  con- 
vinced that  body  and  ten  years  later  convinced  both  Houses  that 
the  method  of  apportionment  which  had  been  followed  by  Congress 
theretofore  was  unsound,  if  not  unconstitutional.  A  bill  drawn  in 
conformity  with  Webster's  position  reached  President  Tyler  in 
1842.  He  finally  signed  it,  but  at  the  same  time  filed  a  memoran- 
dum expressing  doubts  regarding  the  constitutionality  of  the  inno- 
vation. Since  Tyler's  day  no  serious  dissent  from  Webster's  posi- 
tion has  been  expressed,  I  believe,  either  on  the  floor  of  Congress  or 
elsewhere,  and  it  may  be  accepted  as  unchallenged.  It  affords  one 
criterion  whereby  the  apportionment  of  representatives  to  any 
state  may  be  tested.  If  there  is  doubt,  for  example,  whether  State 
A  is  entitled  to  ten  or  eleven  representatives,  three  ratios  are 
needed:  (1)  the  number  of  persons  to  one  representative  in  State 
A  with  ten  representatives,  (2)  the  same  in  State  A  with  eleven  rep- 
resentatives, (8)  the  same  in  the  United  States.  The  nearness  of 
the  first  and  second  ratios  to  the  third,  or  standard,  is  then  meas- 
ured, whichever  ratio  is  nearer  to  the  standard  is  accepted,  and 
State  A  assigned  the  corresponding  number  of  representatives. 

This  is  the  test  and  the  only  test  which  can  be  derived  from 
Webster's  argument.  It  is  of  great  help,  but  it  does  not  com- 
pletely solve  the  problem. 

A  second  test,  to  be  set  beside  Webster's,  is  suggested  by  the 
original  object  of  apportionment.  This  was  to  give  the  more 
populous  states  the  larger  representation  in  the  House  to  which 
their  niunbers  were  thought  to  entitle  them  €md  which  they  did 
not  receive  in  the  Senate.    Prom  the  fundamental  purpose  of  ap- 

*Th§  Works  of  D<mUl  Wsbster  (Little  and  Brown,  Boston,  1851),  III,  pp. 
86dff. 
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portionment  it  follows  that  a  method  giving  the  populous  states 
systematically  either  more  members  or  fewer  members  per  unit  of 
I>opulation  than  the  small  states  is  incorrect. 

We  have,  then,  two  criteria,  of  a  just  and  constitutional  appor- 
tionment :  first,  the  ratio  in  each  state  must  be  as  near  as  ms^j  be 
to  the  standard  ratio;  and,  secondly,  the  method  must  hold  the 
scales  even  between  the  large  and  the  small  states. 

The  ratio  either  for  the  country  or  for  a  state  is  usually  ex- 
pressed as  the  average  number  of  persons  to  one  representative. 
For  example,  under  the  apportionment  law  of  1911  there  were 
211,877  persons  to  a  representative.  But  for  my  purposes  it  is 
better  to  conceive  that  each  inhabitant  of  the  coimtry  or  of  a  state 
has  an  equal  interest  in  a  representative  and  to  express  that  inter- 
est in  the  form  of  a  decimal,  such  as  .000005  or  .0000047  or 
.00000472.  A  further  improvement  gets  rid  of  the  long  decimals 
by  taking  a  round  number  of  people,  say  10,000,000,  as  a  unit 
and  computing  the  number  of  representatives  to  that  unit.  When 
ratios  are  stated  in  this  form,  the  meaning  is  more  quickly  grasi>ed 
through  ear  or  eye  and  comparisons  between  two  ratios  are  more 
easily  made. 

Armed  with  these  criteria  of  a  correct  apportionment,  we  are 
in  a  position  to  approach  the  problem.  Because  of  the  historical 
interest  attaching  to  it  I  will  first  apply  the  tests  to  the  apportion- 
ment of  18S2,  the  last  made  under  the  method  of  rejected  frac- 
tions. The  ratio  used  in  the  bill  before  the  House  was  one  repre- 
sentative to  47,000  people,  which  is  equal  to  218  representatives 
to  10,000,000.  Under  this  ratio  Massachusetts  was  entitled  to 
12.99  representatives  and  the  question  before  Congress  was.  Should 
it  receive  12  or  18?  If  it  received  only  12  representatives,  it 
would  be  at  the  rate  of  197  to  10,000,000  people;  if  18,  it  would 
be  at  the  rate  of  218  to  10,000,000  people,  the  standard  ratio. 
Tried  by  Webster's  test  of  nearness,  then,  Massachusetts  was 
entitled  to  18  representatives  and  was  defrauded  by  receiving  only 
12.  It  is  not  surprising  that  Edward  Everett  in  the  House  and 
Daniel  Webster  in  the  Senate  joined  in  a  vigorous,  though  in  its 
momentary  effect  an  unsuccessful,  onslaught  upon  a  method  which 
led  to  such  results. 

They  did  not  notice,  however,  and  since  that  controversy  ended, 
no  one,  I  believe,  has  remarked,  that  the  system  of  rejecting  all 
fractions,  even  those  as  large  as  .99,  confers  an  unjust  advantage 
in  the  long  run  upon  the  populous  states,  among  which  at  the  time 
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Massachusetts  held  a  leading  position.  If  there  are  devra  states, 
one  of  10,000,000  and  ten  of  1,000,000,  and  all  remainders  are  re- 
jected, the  chances  are  that  the  ten  remainders  of  the  small  states 
will  in  combination  be  several  times  as  great  as  the  one  remainder 
in  the  large  state.  Or  in  the  case  of  Massachusetts  in  18SX,  with 
a  ratio  of  one  representative  to  47,000  people  and  IS  representa- 
tives, the  apportionment  against  which  Everett  and  Webster  pro- 
tested, that  state  would  have  had,  to  be  sure,  only  197  representa- 
tives to  10,000,000  people,  far  short  of  the  standard  218 ;  but  the 
smallest  five  states  then  in  the  Union,  whidi  together  had  a  popu- 
lation somewhat  less  than  that  of  Massachusetts,  would  have  re- 
ceived only  172  representatives  per  10,000,000  people.  Massa- 
chusetts would  have  fallen  16  below  the  standard,  but  they  would 
have  fallen  26  below  Massachusetts.  Massachusetts  would  have 
had  a  rejected  fraction  of  .99  but  they  would  have  had  rejected 
fractions  amounting  in  combination  to  2.88. 

To  test  the  conclusion  that  the  method  of  rejected  fractions 
favors  the  populous  states  I  have  reapportioned  the  House  for 
every  decade  between  1790  and  1840  by  applying  the  method  of 
apportionment  employed  in  1910  to  the  conditions  and  compared 
the  results  with  those  actually  embodied  in  the  laws.  The  states 
which  were  given  too  many  representatives  between  1790  and  1840 
include  New  York  and  Massachusetts,  each  of  which  received  four 
more  than  it  deserved,  Pennsylvania,  which  received  three  more,  and 
Virginia,  which  received  two  more.  Among  the  smaller  states 
Delaware  should  have  had  four  more  than  it  had,  Vermont  three 
more.  New  Jersey  two  more,  Connecticut,  North  Carolina,  Tennes- 
see and  Missouri  one  more.  Thus,  during  the  first  five  decades  of 
a}yportionment,  the  populous  states  as  a  group  got  thirteen  rep- 
resentatives more  than  they  were  entitled  to  and  the  small  states, 
as  a  group,  thirteen  less.  The  efforts  of  Everett  and  Webster, 
called  forth  by  what  looked  like  a  serious  injustice  to  Massa- 
chusetts, led  to  the  introduction  ten  years  later  of  a  better  method, 
but  in  so  doing  overturned  a  method  by  which  In  the  long  run 
Massachusetts  had  profited  as  much  as  any  state  in  the  Union. 

I  conclude  that  the  method  of  apportionment  used  betweoi 
1790  and  1880,  imder  which  all  fractional  remainders  were  re- 
jected, is  incorrect  and  unconstitutional  and  that  for  two  reasons: 
first,  it  does  not  apportion  in  each  state  as  near  as  may  be  to  the 
standard  and,  secondly,  it  regularly  results  in  ovei^representing 
the  populous  states. 
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If  this  conclusion  is  correct,  but  two  methods  of  those  which 
have  been  tried  remain  to  be  examined,  the  method  of  major  frac- 
tions and  the  Vinton  method.  The  arguments  in  favor  of  the 
former  and  against  the  latter  are  of  two  classes :  practical  argu- 
ments likely  to  gain  the  attention  of  members  and  committees  of 
Congress;  and  theoretical  arguments  appealing  to  statists  and 
mathematicians,  but  with  little  meaning  for  the  general  puUic. 
During  the  prolcmged  controversy  the  solution  reached  by  Con- 
gress has  at  times  appeared  to  theorists  indefensible  and  the  solu- 
tions proposed  by  theorists  have  seemed  to  Congress  unjust  or  in- 
comprehensible. In  this  controversy  I  believe  that  Congress  has 
usually  been  right  in  its  instinctive  judgment,  but  unable  or  indis- 
posed to  furnish  a  convincing  defense  of  its  decision,  and  that  the 
theorists,  while  better  equipped  with  arguments,  have  been  defend- 
ing an  untenable  position. 

The  fundamental  difference  between  the  Vinton  method  and  the 
method  of  major  fractions,  as  already  explained,  is  that  the  for- 
mer starts  from  an  assumed  number  of  representatives  and  the 
latter  from  an  assumed  ratio.  So  we  are  brou^t  face  to  face  with 
the  question,  Which  is  the  correct  point  of  departure?  Certain 
practical  considerations  likely  to  affect  the  choice  of  Congress 
between  these  methods  will  first  be  presented  and  later  the  more 
theoretical  arguments. 

The  method  of  an  assumed  ratio  is  implied  in  the  Constitution, 
which  says,  ^^The  number  of  representatives  shall  not  exceed  one 
for  every  thirty  thousand."  The  purpose  and  result  of  this  clause 
were  to  limit  the  size  of  the  House.  If  the  Convention  had  had  in 
mind  a  method  starting  with  a  number  of  representatives,  it  would 
have  been  more  natural  to  make  the  clause  read,^^The  number  of 
representatives  shall  not  exceed  x  (e.g.,  120  or  112)."  The 
phrasing  of  this  limitation  indicates  that  in  thinking  of  appor- 
tionment the  menders  of  the  Constitutional  Convention  of  1787 
instinctively  began  with  a  round  number  of  persons  to  each  rep- 
resentative. Yet  the  form  of  the  Iknitation  was  doubtless  influ- 
enced also  by  a  desire  to  open  the  way  for  an  increase  in  the  size 
of  the  House  as  the  population  of  the  country  grew. 

Until  long  after  the  fathers  of  the  Constitution  had  passed  off 
the  stage,  this  method  was  followed  without  hesitation  or  challaige. 

When  the  change  to  the  Vinton  method,  or  method  of  a  computed 
ratio,  was  made,  it  was  not  from  dissatisfaction  with  the  method 
of  an  assumed  ratio  in  the  form  it  took  after  1840.    The  main 
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motives  for  the  change  were  a  desire  to  end  the  rapid  increase  in 
the  size  of  the  House  of  Representatives  and  a  desire  to  withdraw 
a  vexatious  and  contentious  question  from  the  arena  of  public  dis- 
cussion. The  way  was  not  then  open,  as  it  is  now,  for  accomplish- 
ing either  purpose  if  the  method  of  an  assumed  ratio  was  retained. 

There  are  two  serious  difficulties  with  the  results  of  the  Vinton 
method.  It  often  results  in  a  major  fraction  which  does  not  en- 
title the  state  to  another  representative ;  it  sometimes  results  in  two 
consecutive  tables  in  which  the  total  size  of  the  House  differs  by 
one,  but  in  the  larger  House  the  number  of  members  from  some 
state  is  one  less.  The  latter  possibility  first  came  prominently  be- 
fore Congress  in  the  tables  prepared  in  1881,  which  showed  that 
if  the  House  had  Udd  members  Alabama  was  entitled  to  8,  but  if 
it  had  800  members  Alabama  was  entitled  to  only  7.  Hence  this 
anomaly  has  come  to  be  known  at  the  '^Alabama  paradox."  When 
Congress  has  faced  the  rejection  of  one  or  more  major  fractions 
under  the  Vinton  method,  it  has  assigned  new  members  for  those 
fractions  in  defiance  of  the  method's  requirements.  When  it  has 
faced  the  Alabama  paradox,  it  has  avoided  the  difficulty  by  choos- 
ing another  table  from  the  series.  Thus  neither  of  these  anomalies 
has  occurred  in  any  actual  apportionment. 

Under  the  system  of  an  assumed  ratio  the  number  of  representa- 
tives in  a  state  depends  upon  the  initial  ratio  and  the  population 
of  the  state,  and  not  at  all  upon  the  population  of  any  other  state 
or  of  the  country.  Thus,  if  serious  errors  had  crept  into  the 
enumeration  of  any  state  and  been  discovered  after  an  apportion- 
ment law  had  been  passed,  and  if  the  method  of  an  assumed  ratio 
had  been  used,  the  errors  would  have  affected  only  the  state  in 
which  they  occurred,  but  if  the  Vinton  method  had  been  used  they 
might  have  affected  other  states. 

The  only  way  in  which  the  method  of  major  fractions  in  the 
form  used  in  1840  and  revived  in  1900  failed  to  meet  the  needs 
of  Congress  was  that  it  could  not  furnish  for  the  scrutiny  of 
members  a  series  of  tables,  each  apportioning  one  more  repre- 
sentative than  its  predecessor.  The  improvement  introduced  in 
1910  resulted  in  removing  that  difficulty.  To  explain  the  inno- 
vation we  must  return  for  a  moment  to  events  in  the  winter  of 
1900-1901.  When  the  Census  Office  began  the  preparation  of 
apportionment  tables  from  the  figures  of  the  Twelfth  Census,  it 
decided  to  employ  all  the  methods  which  had  ever  been  used.  For 
this  purpose  two  sets  of  tables  were  constructed,  one  following  the 
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Vinton  method,  the  other  following  the  method  of  an  assumed 
ratio  in  its  two  forms,  rejecting  all  fractions  and  rejecting  cmly 
minor  fractions.  In  preparing  the  second  set  of  tables  the  divisors 
were  successive  multiples  of  600.  But  a  change  of  600  in  the 
divisor  did  not  regularly  change  the  number  of  representatives  by 
one.  Often  no  change,  often  a  change  of  two,  occasionally  one 
of  three  appeared,  and  in  only  one  third  of  the  cases  did  the  re- 
sults of  successive  tables  differ  by  one  representative.  Of  the  two 
numbers  of  representatives  most  considered  by  Congress,  867  and 
886,  the  former  being  the  existing  number  and  the  latter  the  small- 
est number  under  which  no  state  would  lose  a  representative, 
neither  occurred  in  the  second  series  of  tables,  following  the 
method  of  major  fractions.  Nevertheless,  in  its  decision  Congress 
showed  indirectly  but  convincingly  its  preference  for  that  method, 
by  selecting  the  Vinton  table  for  884  members  and  adding  two 
representatives  for  major  fractions  which,  in  the  table,  received  no 
such  consideration.  Evidently  Congress  needed  a  series  of  tables 
meeting  two  requirements,  each  table  apportioning  one  more  rep- 
resentative than  its  predecessor  and  every  major  fraction  en- 
titling the  state  where  it  occurred  to  an  additional  representa- 
tive ;  had  sought  to  meet  these  conditions  by  translating  the  results 
of  the  Vinton  method  into  those  of  the  method  of  major  fractions ; 
and  to  do  so  had  broken  with  the  principle  on  which  the  Vinton 
method  rests. 

To  understand  how  the  needs  of  Congress  were  met  in  1910  we 
may  start  with  a  divisor  of  six  million,  which  is  contained  in  New 
York  State's  population  of  nine  million  1.6  times.  Under  the 
method  of  major  fractions  a  divisor  of  six  million  would  assign 
New  York  two  members  and  every  other  state  one.  Let  the  divisor 
be  reduced  unit  by  unit  and  each  of  the  series  of  quotients  will 
slowly  increase ;  when  the  divisor  falls  to  about  five  million,  the  quo- 
tient for  Pennsylvania  rises  above  1.6  and  that  state  becomes  en- 
titled to  a  second  representative.  Let  the  divisor  continue  to  fall ; 
at  about  three  and  three  fourths  million  Illinois  becomes  entitled 
to  a  second  representative,  and  at  three  and  two  thirds  million 
New  York  becomes  entitled  to  a  third.  By  continuing  this  process 
a  House  of  any  desired  size  may  be  apportioned  under  the  method 
of  major  fractions.  To  determine  at  what  ratio  the  claim  of 
any  state  to  any  specified  number  of  members  matures  and  to 
arrange  the  ratios  for  the  several  states,  boundary  ratios,  as 
I  have  ventured  to  call  them,  in  one  series  following  the  order  of 
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decreaaing  size  is  a  simple  problem  of  elementary  mathematics.^ 
Then,  by  assuming  as  a  ratio  for  division  any  number  between  two 
consecutive  boundary  ratios,  an  apportionmait  taUe  may  be 
constructed  which  will  distribute  one  more  representative  than  a 
table  constructed  by  the  use  of  any  ratio  lying  between  the  next 
larger  pair  of  boundary  ratios.  The  tables  which  result  lack  no 
characteristic  mentioned  as  desirable  and  have  no  characteristic 
mentioned  as  undesirable  in  the  congressional  debates  of  the  last 
eighty  years.  They  were  accepted  in  1911  without  any  opposition 
in  committee,  House,  or  Senate. 

Here  the  case  mij^t  be  rested  and  a  verdict  awaited.  But  before 
the  bar  of  theory,  or  in  the  judgment  of  an  Association  like  ours, 
the  verdict  of  Congress  will  not  be  conclusive.  I  turn,  therefore, 
to  an  examination  of  the  theoretical  advantages  and  disadvan- 
tages of  the  two  competing  methods. 

The  Vinton  method  starts  with  an  assumed  number  of  represen- 
tatives and  divides  the  constitutional  population  of  the  United 
States  by  that  number  to  determine  the  ratio.  This  step  involves 
a  fundamental  theoretical  error.  It  overlooks  the  crucial  fact  that 
seats  in  the  House  of  Representatives  are  of  two  classes,  the  48, 
one  for  each  state,  which  are  guaranteed  by  the  Constitution  and 
are  as  completely  beyond  the  control  of  Congress  as  the  seats  of 
the  Senators  are,  and  the  remainder,  the  number  and  distribution 
of  which  are  under  congressional  control.  The  two  classes  mij^t 
be  named  the  apportionable  and  the  unapportionable  seats.  The 
fact  that  they  are  not  individually  distinguishable  has  apparently 
been  responsible  for  the  failure  to  recognize  their  existence. 

To  get  this  theoretical  requirement  clearly  in  mind  it  may  be 
helpful  to  think  of  the  seats  in  the  House  of  Representatives  as 
numbered.  The  first  48  seats,  one  for  each  state,  would  be  num- 
bered one  to  indicate  that  there  is  no  basis  for  distinguishing  be- 
tween them.  The  next  seat,  numbered  49,  would  be  apportioned 
to  New  York,  number  60  to  Pennsylvania,  and  so  on. 

If  the  first  representative  falling  to  Pennsylvania  or  New  York  is 
as  irrelevant  or  disturbing  a  factor  for  determining  the  ratio  as 
the  single  representative  falling  to  Nevada  or  Wyoming,  thai 
clearly  the  ratio  cannot  be  found  by  dividing  the  constitutional 
population  of  the  United  States  by  the  number  of  representatives. 
Nor  have  I  been  able  to  discover  any  other  way  by  which  the  pop- 

*See  the  writer's  letter  of  explanation  in  61st  Cong.,  3d  sess.,  H.  R.  1911, 
pp.  S-i4. 
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ulation  to  one  representative  can  be  computed  from  the  population 
of  each  state  and  the  size  of  the  House. 

The  effect  of  this  false  start  is  felt  in  certain  anomalies  or  para- 
doxes to  which  the  Vinton  method  gives  rise. 

A  method  theoretically  sound  should  apply  equally  well  to  the 
entire  range  of  possibilities  whether  of  interest  to  Congress  or  not. 
The  smallest  possible  House  would  consist  of  49  members,  48  un- 
apportionable  and  one  apportionable,  the  last  obviously  going  to 
New  York.  But  if  the  population  of  the  country  is  divided  by  49 
and  the  population  of  each  state  divided  by  the  quotient,  as  the 
Vinton  method  prescribes,  New  York  and  Pennsylvania  would 
receive  four  members  apiece,  even  if  no  fractions  were  recognized, 
and  only  41  members  would  remain  to  be  apportioned  among  the 
other  46  states.  Near  the  lower  limit  of  possibilities  the  Vinton 
method  yields  results  which  are  obviously  absurd. 

A  method  theoretically  sound  should  never  produce  the  Alabama 
paradox ;  under  the  Vinton  method  this  paradox  frequently  occurs. 
In  1901  the  majority  of  the  House  Committee  on  the  Census  recom- 
mended that  there  should  be  no  increase  in  the  size  of  the  House, 
its  number  at  the  time  being  857.  But  in  the  set  of  tables  we  pre- 
pared under  the  Vinton  method  Colorado  received  two  representa- 
tives with  a  House  of  867  or  868  members  and  three  not  merely 
for  every  higher  number  but  also  for  every  lower  number  down  to 
S60,  where  the  series  of  tables  began.  It  was  more  than  difficult, 
it  was  impossible,  to  persuade  the  House  that  these  results  were 
equitable,  and  its  dissatisfaction  with  them  had  no  little  influence 
upon  its  decision  to  reject  the  report  of  the  majority  and  accept 
that  of  the  minority,  substituting  another  number  and  table  from 
which  the  Alabama  paradox  was  absent. 

A  method  theoretically  sound  must  be  reversible.  Thus,  if  the 
House  is  to  contain  485  members,  that  result  might  be  approached 
either  by  adding  representatives  aeriatim  from  the  minimum  of 
48  or  by  withdrawing  them  from  some  number  much  above  486.  A 
method  proposed  by  Seaton  and  endorsed  by  Walker  in  1882  was 
tested  by  Congress  far  enough  to  show  that  it  uniformly  favored 
the  populous  states  and  was  incontinently  rejected  on  that  ground. 
But  if  the  same  method  had  been  reversed  and  the  result  ap- 
proached by  successive  subtractions  rather  than  successive  addi- 
tions, the  outcome  would  have  been  just  as  definitely  favorable  to 
the  small  states. 

A  method  theoretically  sound  should  hold  the  balance  true  be- 
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twcen  the  large  and  the  small  states.  That  the  Vinton  method 
has  a  tendency,  slight  but  persistent,  to  over-represent  the  largu 
states  is  demonstrable.  The  tendency'  may  be  illustrated  by  thd 
difference  between  the  results  of  the  two  methods  applied  to  SffS 
members.  The  Vinton  method  of  1900  gave  Colorado  and  Floridn 
each  2  representatives,  while  the  method  of  major  fractions  gavd 
them  3;  the  Vinton  method  gave  Michigan  12  and  Texas  1^ 
while  the  method  of  major  fractions  gave  Michigan  11  and  Texas 
14.  Which  is  correct?  The  standard  is  the  assumed  or  computed 
ratio,  the  two  differing  slightly  but  each  indicating  48  represents' 
tives  to  10,000,000  people.  If  each  of  the  small  states  r^ceive^ 
3  seats,  their  ratio  woiUd  be  d6  to  10,000,000,  an  excess  of  S| 
if  each  received  S,  their  ratio  would  be  38  to  10,000,000,  I 
shortage  of  10.  Obviously  the  result  giving  each  of  them  Si 
reached  by  the  method  of  major  fractions,  is  "as  near  as  may  be.* 
Obviously,  too,  the  Vinton  method  results  in  under- re  presenting 
the  small  states. 

For  the  populous  states  the  outcome  depends  upon  whether  tha 
assumed  or  the  computed  ratio  is  made  the  standard.  If  the  a 
sumed  ratio  is  accepted,  then  to  apportion  the  smaller  numbers  I 
the  populous  states  gives  to  those  states  ratios  nearer  the  standari 
but  if  the  computed  ratio  is  accepted,  there  is  a  very  slight  balani 
in  favor  of  the  larger  numbers.  Even  if  the  computed  ratio  is  usei 
however,  the  net  balance  tips  in  favor  of  assigning  the  two  seats  ; 
question  to  the  smaller  states.  The  result  is  confirmed  by  examii 
ing  the  figures  for  each  state  separately.  Our  analysis  of  tfa 
example,  then,  shows  that  the  Vinton  method  unjustly,  and  ther 
fore  unconstitutionally,  under- rep  resents  ^he  small  states  ai 
over- rep  resents  the  large  ones.  These  results  might  be  confirme 
if  there  were  time,  by  making  a  similar  examination  of  the  appor- 
tionment of  386  seats  in  1900  under  the  two  methods.  It  would 
show  also  that  the  apportionment  of  S86  seats  by  the  method  of 
major  fractions  gives  exactly  the  results  which  Congress  secured 
illegitimately,  as  we  then  believed,  by  starting  with  the  Vinton 
for  384  and  adding  two  for  disregarded  major  fractions. 
an  indication  that  the  instinctive  judgment  of  Congress  guii 
them  to  the  right  goal  although  they  started  on  a  wrong  road. 

A  method  theoretically  sound  should  establish  the  balanci 
point  between  two  consecutive  numbers  of  seats,  or  the  size 
the  fraction  entitling  the  state  to  another  seat,  at  the  midi 
point  or  arithmetic  mean  and  not  at  the  geometric  mean. 
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is  a  necessary  corollary  of  the  preceding  position,  but  needs  espe- 
cial mention,  because  the  use  of  the  geometric  mean  has  recently 
been  advocated.  To  use  it,  however,  not  merely  would  run  counter 
to  the  unvarying  conviction  of  Congress  that  every  major  frac- 
tion gives  a  valid  claim  to  another  seat,  it  would  also  result  in 
defeating  the  main  object  of  the  Constitution,  which  is  to  hold  the 
scales  even  between  the  small  and  the  large  states.  For  the  use  of 
the  geometric  mean  inevitably  favors  the  small  state.  If  it  were 
necessary  to  favor  either  group,  the  large  states  might  be  entitled 
to  more  consideration  in  the  House,  because  the  small  states  are 
favored  in  the  Senate.  But,  fortunately,  there  is  no  need  to  favor 
either. 

As  a  question  of  pure  mathematical  theory,  apart  from  all 
consideraticm  of  motive  and  from  all  practical  arguments  about 
the  judgment  of  Congress,  I  find  no  unanimity  of  expert  opinion  in 
favor  of  the  geometric  mean.  I  have  laid  the  problem  before  two 
meetings  of  the  Mathematical  Club  at  Cornell  University,  and, 
although  no  vote  was  taken,  I  inferred  from  the  discussion  that 
there  was  a  preponderance  of  opinion  in  favor  of  the  arithmetic 
mean.  T!hus  the  theoretical  arguments  of  statists  and  mathemati- 
cians point  to  the  same  conclusion  to  which  Congress  had  already 
been  brought  by  other  considerations  and  establish  my  thesis,  that 
the  method  of  major  fractions  is  the  correct  and  constitutional 
method  of  apportionment. 

The  House  of  Representatives  is  now  more  than  six  times  its 
size  before  the  first  census  and  four  times  its  size  immediately  after 
that.  Within  the  half  century  since  the  only  law  passed  with  a 
design  to  check  its  growth  was  last  put  in  force,  it  has  increased  by 
more  than  four  fifths.  While  it  has  been  thus  expanding,  no  simi- 
lar change,  I  believe,  has  occurred  in  any  other  representative 
assembly  in  this  or  any  other  country,  with  perhaps  the  exception 
of  the  lower  House  in  Austria,  where  the  conditions  are  unique. 

If  its  present  rate  of  growth  should  continue  for  another  cen- 
tury, the  House  would  include  about  1,400  members.  Such  an 
expansion  is  unlikely  and  perhaps  in  the  interest  of  efficiency  the 
increase  ought  soon  to  slacken  or  to  stop.  From  this  point  of 
view  the  change  made  in  1911  gains  new  importance.  It  is  now 
possible  for  Congress  to  prescribe,  in  advance  of  an  approaching 
census,  how  many  members  the  House  shall  contain,  to  ask  the 
Secretary  of  Commerce  to  prepare  a  table  apportioning  just  that 
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number  in  accordance  with  the  method  of  major  fractions,  and  to 
report  the  result  to  Congress  or  to  announce  it  by  executive  procla- 
mation. The  experiment  which  was  tried  in  1860  and  1860  and 
which  then  failed,  partly  because  of  inherent  defects  of  method 
which  have  since  been  overcome,  and  partly  because  ot  problems, 
no  longer  important,  which  arose  out  of  the  rapid  admission  of  new 
states  and  the  absence  of  many  members  during  the  Civil  War,  can 
now  be  repeated  with  more  chance  of  success.  As  the  House  is 
larger  by  four  fifths  than  it  was  in  1866  and  rapidly  growing, 
the  arguments  against  further  increase  are  stronger. 

With  a  firm  grasp  of  the  elements  of  the  problem  and  a  century 
of  experience  revealing  what  Congress  regards  as  the  essentials  of 
a  sound  method,  the  chance  of  meeting  the  conditions  are  better. 
Ere  long  the  pressure  of  opinion  within  or  without  the  halls  of 
Congress  is  likely  to  result  in  a  renewal  of  the  effort  to  fix  the  size 
of  the  House  unalterably.  If  that  effort  is  made,  the  removal  of 
the  technical  difficulties  to  which  your  attention  has  been  called 
this  evening  will  have  smoothed  the  path  toward  success  and  have 
made  it  more  likely  that  when  the  change  is  again  introduced  it 
will  be  permanent. 


PROBABLE  CHANGES  IN  THE  FOREIGN  TRADE  OF 
THE  UNITED  STATES  RESULTING  FROM 

THE  EUROPEAN  WAR 

By  Emory  R.  Johnson 
The  University  of  Pennsylvania 

International  conmierce  is  subject  to  world-wide  competition, 
and  the  success  achieved  by  any  country  in  foreign  trade  depends 
upon  the  four  well-known  factors  of  efficiency  in  production,  skil- 
ful methods  of  merchandising,  adequate  international  banking 
facilities,  and  economical  means  of  transportation  by  land  and  sea. 

The  prerequisite  of  a  large  trade  with  foreign  countries  is 
diversification  and  efficiency  in  production,  and  this,  in  turn,  is  the 
result  of  a  territorial  division  of  labor  and  industry  that  enables 
each  section  of  the  country  to  engage  in  those  activities  for  which  it 
is  best  equipped  as  regards  climate,  resources,  and  labor  supply. 
It  is  when  the  productive  energies  of  a  country  are  so  organized 
that  all  the  various  resources  are  intelligently  utilized,  and  that 
labor  and  capital  are  applied  where  they  will  produce  the  best 
results,  that  an  annual  output  of  maximum  volume  may  be  secured 
at  a  minimum  unit  cost. 

To  enable  a  country  as  large  as  the  United  States  to  engage, 
with  all  its  resources  and  energies,  in  industrial  competition  with 
other  countries  and  sections  of  the  world,  its  domestic  industries 
and  its  foreign  trade  must  be  served  by  adequate  and  economical 
means  of  transportation  by  land  and  sea.  The  country  as  a  whole 
needs  to  be  supplied  with  railways,  such  inland  waterways  as  ful- 
fill present-day  transportation  requirements  need  to  be  improved 
or  provided,  and  the  rail  and  water  routes  need  to  be  so  coordinated 
and  their  management  and  use  so  regulated  as  to  make  it  possible 
for  all  parts  of  the  country  capable  of  settlement  and  development 
to  engage,  so  far  as  their  natural  resources  permit,  in  the  produc- 
tion of  those  commodities  that  the  country  can  profitably  exchange 
for  the  foods,  materials,  and  wares  of  other  countries. 

It  seems  important,  in  discussing  the  probable  effects  of  the 
European  War  upon  the  foreign  commerce  of  the  United  States,  to 
emphasize  the  fact  (here  briefly  stated  because  it  is  a  common- 
place with  economists)  that  neither  a  larger  opportunity  to  trade 
abroad,  nor  the  development  of  ocean  transportation  and  interna- 
tional banking  facilities  will  necessarily  be  followed  by  a  large 
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growth  in  the  country's  foreign  commerce.  The  attainment  of 
absolute  and  relative  efficiency  in  production  should  be  kept  in 
view  by  business  men  and  by  the  government  in  plans  made  to  se- 
cure for  the  United  States  the  commercial  advantages  obtainable 
as  a  result  of  the  European  War. 

It  is  evident  that  the  war  has  begun  to  change  the  attitude  of 
business  men  and  the  policy  of  the  government  towards  foreign 
trade.  There  is  a  greater  realization  of  the  importance  of  f ordgn 
commerce  and  a  clearer  appreciation  of  some  of  the  requirements  to 
be  met  in  securing  and  holding  a  larger  foreign  commerce.  This 
change  in  the  attitude  of  the  American  people  towards  trade  with 
other  countries  is,  in  part,  a  result  of  certain  purely  temporary 
effects  of  the  war.  The  unprecedaited  opportunity  afforded 
American  producers  by  the  sudden  outbreak  of  a  war  involving 
the  countries  which  carry  on  the  major  share  of  the  world's  inter- 
national commerce,  the  large  increase  in  the  exports  and  knports 
of  the  Umted  States  and  the  consequent  profits  from  this  greater 
trade,  and  the  rapid  increase  in  the  output  of  foods,  materials,  and 
manufactures  to  meet  the  abnormal  foreign  demand  gave  the  people 
of  this  country  the  greatest  object  lesson  they  have  ever  had  con- 
cerning the  possibilities  of  foreign  trade  and  the  ability  of  Ameri- 
can industries  to  meet  the  demands  of  foreign  buyers.^ 

The  experiences  of  the  past  year  have  also  given  business  men 
and  public  officials  of  the  United  States  a  forceful  demonstration 
of  the  simple  economic  truth  that  a  large  increase  in  the  volume  of 
exports  can  not  long  continue  without  a  corresponding  increase 
in  imports.  For  several  months  the  balance  of  trade  has  been  so 
"favorable"  as  seriously  to  hamper  the  commerce  of  the  United 
States  with  other  countries. 

The  fact  has  also  been  brought  home  to  the  people  of  the  United 
States  that  the  market  for  American  goods  in  foreign  countries  is 
limited  by  the  ability  of  foreign  buyers  to  secure  the  means  of 

^  It  is  not  deemed  necessary  in  this  paper  to  present  a  statistical  analysis  of 
the  effects  of  the  war  upon  the  export  and  import  trade  during  the  year  ending 
June  30,  1915.  Such  an  analysis  has  been  made  in  an  article  published  in 
Modem  Bu»in09$  SuppUment,  3d  quarter,  1915,  issued  by  the  Alexander  Hamil- 
ton Institute,  New  York  City.  Dr.  G.  G.  Huebner  in  a  paper  read  before  the 
Academy  of  Political  Science  in  the  city  of  New  York  and  published  in  its 
Proceedings  has  pointed  out  statistically  the  changes  that  the  war  caused  in 
the  foreign  commerce  during  the  fiscal  year  1914-15.  The  publications  of 
the  United  States  Bureau  of  Foreign  and  Domestic  Commerce  contain  detailed 
9tatl8tic8  of  the  foreign  commerce  of  the  United  States. 
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payment  for  the  commodities  they  may  desire  to  purchase.  Al- 
though South  American  countries  were  unable  to  purchase  com- 
modities in  Europe,  they  did  not  and  could  not  buy  more  largely 
in  the  United  States,  because  their  financial  dependence  upon 
Europe  was  so  great  that  the  war  caused  a  serious  disturbance 
of  financial  conditions  in  South  America  and  greatly  reduced  the 
purchasing  power  of  the  people  of  that  continent.  American  pro- 
ducers not  being  disposed  to  render  South  American  countries  the 
financial  assistance  they  had  been  receiving  from  Europe,  those 
countries  were  unable  to  maintain  their  normal  industrial  activity 
or  their  usual  volume  of  foreign  trade. 

Another  lesson  that  the  European  War  has  already  taught 
American  producers  is  the  need  of  a  greater  diversification  of  the 
industries  in  this  country,  and  the  use,  for  industrial  purposes,  of 
some  important  materials  and  resources  that  are  now  wasted  or 
unused.  The  textile  industries  and  other  lines  of  production 
have,  in  the  past,  been  to  a  large  extent  dependent  upon  foreign 
supplies  of  dyes  and  chemicals.  Chemists  say  that  these  dyes 
and  chemicals  can  be  manufactured  in  the  United  States  as  well 
as  they  are  made  abroad,  although  temporarily  at  a  higher  cost 
than  foreigners  can  furnish  the  products.  It  is  said  that  a  large 
initial  investment  of  capital  is  necessary  to  establish  and  maintain 
a  plant  for  the  manufacture  of  dyes.  The  present  duties  on  coal- 
tar  products  other  than  dyes  are  ten  per  cent  ad  valorem  and 
are  thirty  per  cent  on  coal-tar  dyes,  but  these  duties  are  said  by 
chemists  and  manufacturers  to  be  too  low  to  give  necessary  pro- 
tection against  foreign  competition.  Apparently,  it  would  be  well 
to  afford  adequate  temporary  protection  to  dyes  of  various  kinds 
during  the  early  years  of  their  manufacture  in  this  country. 

One  of  the  recognized  limitations  upon  the  development  of 
foreign  markets  has  'been  the  ineffective  merchandising  methods 
followed  by  American  exporters.  In  spite  of  a  long  continued 
campaign  as  to  the  necessity  of  the  adoption  by  American  ex- 
porters of  the  methods  employed  by  Europeans  in  the  sale  of 
goods  in  foreign  markets,  only  a  few  of  the  large  concerns,  like  the 
Standard  Oil  Company,  the  United  States  Steel  Corporation,  and 
some  others  have  found  it  advisable  to  adopt  the  methods  which 
experience  seems  to  have  proven  necessary  to  follow  in  order  to 
sell  American  goods  in  South  American  and  other  foreign  coun- 
tries successfully  in  competition  with  foreign  commerce. 

The  European  War  has,  however,  so  impressed  the  business  men 


20  American  Economic  Association 

of  this  country  with  the  possibilities  of  foreign  trade  that  business 
organizations  are  now  giving  greatly  increased  attention  to 
methods  of  marketing  American  products  abroad.  The  National 
Foreign  Trade  Council,  which  was  organized  in  1914,  is  conoeming 
itself  with  the  problem  of  how  to  secure  a  larger  merchant  marine* 
The  National  Association  of  Manufacturers,  the  American  Manu- 
facturers Export  Association,  the  Chamber  of  Conmierce  of  the 
United  States,  and  other  more  local  organizations  are  considering 
what  needs  to  be  done  to  bring  about  the  development  of  foreign 
trade  and  the  increase  of  the  merchant  marine. 

The  larger  interests  which  the  Federal  Government  is  taking 
in  foreign  commerce  is  evidenced  by  the  present  activities  of  the 
Federal  Trade  Commission,  which  is  investigating  the  advisability 
of  permitting  American  producers  to  form  associations  or  combi- 
nations to  maintain  foreign  sales  agencies.  If  the  investigation 
leads  to  an  affirmative  conclusion  on  the  part  of  the  conunission, 
that  body  will  doubtless  ask  Congress  so  to  amend  the  Sherman 
Anti-Trust  Act  as  to  permit  the  formation  of  associations  or  com- 
binations for  the  management  of  foreign  trade.  The  Bureau  of 
Foreign  and  Domestic  Commerce  is  conducting  an  increasingly 
active  campaign  in  the  interest  of  foreign  trade  development.  The 
publications  of  the  bureau  and  the  addresses  of  its  chief  have 
laid  emphasis  upon  the  trade  possibilities  created  by  the  Euro- 
pean War. 

The  war  has  brought  about  the  establishment  of  foreign  branches 
by  at  least  one  large  national  bank.  Before  the  war  began,  the 
Federal  Reserve  Act  provided  that :  ^^Any  national  banking  asso- 
ciation possessing  a  capital  and  surplus  of  $1,000,000  or  more  may 
file  application  with  the  Federal  Reserve  Board,  upon  such  condi- 
tions and  imder  such  regulations  as  may  be  prescribed  by  the  said 
board,  for  the  purpose  of  securing  authority  to  establish  branches 
in  foreign  countries  or  dependencies  of  the  United  States  for  the 
furtherance  of  the  foreign  commerce  of  the  United  States," 

Acting  on  the  authority  thus  conferred,  the  National  City  Bank 
of  New  York  has  established  three  branches  in  Brazil,  one  in  Ar- 
gentina, one  in  Uruguay,  and  one  in  Cuba.  While  this  is  an 
encouraging  beginning,  it  is  only  the  first  step.  The  successful 
financing  of  the  future  foreign  trade  of  the  United  States  calls 
for  the  establishment,  by  numerous  strong  American  banks,  of 
branches  in  different  parts  of  the  world.  It  is  to  be  hoped  that  the 
experiment  of  the  National  City  Bank  will  be  so  profitable  as  to 
cause  other  strong  banks  to  establish  foreign  branches. 


Effect  of  the  War  on  Foreign  Trade  %\ 

Mr.  William  S.  Eaes,  of  the  National  City  Bank,  is  authority 
for  the  statement  that  over  one  hundred  European  banks  have  estab- 
lished branches  in  foreign  countries.^  The  number  of  such  branches 
is  said  to  exceed  two  thousand.  Tliere  are  more  than  one  hundred 
in  South  America,  about  three  hundred  in  Asia,  four  hundred  in 
Africa,  and  more  than  seven  hundred  in  Australia,  New  Zealand, 
and  the  Pacific  islands.  These  two  thousand  brandi  banks  scat- 
tered over  the  world  have  assisted  European  capitalists  in  making 
investments  abroad  and  have,  without  doubt,  been  of  great  assist- 
ance to  the  foreign  trade  of  European  countries. 

Closely  connected  with  international  banking  facilities  are  agen- 
cies for  financing  and  promoting  American  trade  and  industrial 
enterprises.  As  this  paper  is  being  written,  announcement  is  made 
of  the  incorporation  in  New  York  State  of  the  American  Interna- 
tional Corporation  with  a  capital  stock  of  fifty  million  dollars. 
This  company  is  closely  affiliated  with  the  National  City  Bank, 
whose  president  is  the  chairman  of  the  board  of  directors  of  the 
International  Corporation.  The  purposes  of  the  formation  of  the 
new  corporation,  as  stated  by  its  president,  Mr.  Charles  A.  Stone, 
of  the  firm  of  Stone  and  Webster  of  Boston,  is  to  do  ^*an  interna- 
tional business  and  to  promote  trade  relations  with  different  coun- 
tries which  will  help  make  a  world  market  for  our  products ;  for  the 
financing  and  promoting  the  development  in  foreign  countries  by 
American  engineers  and  manufacturers  of  great  public  and  private 
undertakings ;  for  the  assisting  in  financing  and  the  rdiabilitation 
of  industries  in  foreign  countries ;  for  the  purpose  of  undertaking 
such  domestic  business  as  seems  advantageous  in  connection 
therewith.** 

Mr.  Frank  A.  Vanderlip,  the  chairman  of  the  board  of  directors 
of  this  corporation,  states  that  the  formation  of  the  company  *4s 
the  logical  thing  to  do  at  this  time.  It  [the  company]  will  stand 
for  the  development  of  America  along  financial  and  commercial 
lines  and  will  tend  to  sustain  America's  position.  •  •  .  This  is  not 
a  banking  project,  the  National  City  Bank  will  do  what  banking 
business  is  necessary." 

Companies  such  as  the  newly  organized  American  International 
Corporation  can  be  of  great  aid  in  the  development  of  the  foreign 
trade  of  the  United  States.  By  bringing  about  a  greater  use  of 
American  capital  in  foreign  industries  and  enterprises  a  sure  basis 

'See  Modem  Busin€s$  SuppUmmU,  3d  quarter,  1915,  pp.  998-399,  issued 
by  The  Alexander  Hamilton  Institute,  New  York  City. 
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will  be  laid  for  a  larger  trade  between  the  United  States  and  other 
countries.  The  foreign  commerce  of  Grermany,  Great  Britain, 
France,  Belgium,  and  Holland  has  been  greatly  assisted  by  the  for- 
eign investmait  of  the  capitalists  of  those  countries.  The  destruc- 
tion of  capital  now  taking  place  in  Europe  will  probably  limit,  for 
some  time  to  come,  the  foreign  investments  of  European  capitalists, 
and  will  increase  the  opportunity  for  American  financiers  to  en- 
gage in  foreign  industrial  and  commercial  enterprises. 

The  European  War  has  brought  about  a  notable  change  in  the 
attitude  of  the  American  people  towards  the  merchant  marine. 
The  public  realizes  more  than  ever  before  how  completely  the  for- 
eign trade  of  the  United  States  is  dependent  upon  the  services  of 
ships  under  foreign  flags,  and,  during  the  past  year  there  has  been 
jGdmost  constant  discussion  in  the  press  and  on  the  rostrum  of 
possible  ways  and  means  for  building  up  the  American  merchant 
marine.  Unfortunately,  no  program  of  legislative  action  has  yet 
been  formulated  that  promises  very  large  results.  The  problem 
of  increasing  the  merchant  marine  to  adequate  proportions  within 
a  reasonable  period  of  time  is  still  unsolved  and  calls  for  serious 
study  on  the  part  of  legislators,  economists,  business  organizations, 
and  men  engaged  in  the  transportation  business. 

The  importance  to  American  commerce  of  having  a  larger  ton- 
nage of  ships  under  the  national  flag  is  not  seriously  questioned.  It 
is  quite  true  that  freight  rates  in  times  of  peace  do  not  depend  upon 
the  flag  of  the  vessels  that  perform  the  transportation  services,  and 
that  the  owner  of  a  ship  or  manager  of  a  line  of  vessels  ordinarily 
serves  one  shipper  as  willingly  as  another;  in  time  of  war,  however, 
shippers  and  consignees  of  neutral  coimtries  are  limited  to  the  ser- 
vices of  vessels  und<er  the  tonnage  of  the  national  flag,  of  vessels  of 
neutral  foreign  countries,  and  of  such  ships  of  belligerent  coun- 
tries as  may  be  available  and  may  be  safely  used.  The  burden  placed 
by  the  present  war  upon  the  commerce  of  the  United  States  and 
otiier  neutral  countries  is  extremely  heavy.  Freight  rates  are 
many  times  their  normal  figure,  and  the  shortage  of  tonnage 
has  seriously  limited  the  foreign  trade  of  the  United  States,  in  spite 
of  the  fact  that  the  seas  are  controlled  by  the  belligerent  country 
under  whose  flag  nearly  one  half  of  the  deep-sea  tonnage  of  the 
world  is  operated.  If  the  European  War  were  being  waged  upon 
the  sea  as  widely  as  it  is  being  fought  on  land,  the  foreign  com- 
merce of  the  United  States  would  be  practically  paralyzed  at  the 
present  time. 

While  no  one  will  seriously  question  the  advantage  of  having  a 
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large  merchant  marine  under  the  national  flag  during  such  a  war  as 
is  now  in  progress,  there  are  those  who  question  the  commercial 
necessity  of  a  merchant  marine  under  the  national  flag  during 
times  of  peace.  Merchant  vessels  of  all  nations,  it  is  argued,  com- 
pete with  each  other  to  secure  the  traffic  of  all  countries;  and, 
freight  rates  on  the  ocean  being  subject  to  this  competition,  it  does 
not  matter  to  the  people  of  the  United  States,  or  of  any  country, 
whether  their  commerce  be  handled  in  ships  of  national  or  foreign 
register.    The  argument,  however,  is  not  convincing. 

The  traders  in  a  country  having  a  large  foreign  trade  require 
the  services  both  of  vessels  operated  under  charters  and  of  steam- 
ship lines  running  to  the  principal  markets  of  foreign  countries. 
The  steamship  line  provides  a  service  at  regular  intervals.  Its 
agents  solicit  the  freight  of  small  shippers  as  well  as  large  ones 
and  thus  are  of  assistance  to  exporters  who  begin  in  a  small  way 
to  build  up  a  foreign  trade.  Moreover,  there  is  no  doubt  that  the 
managers  of  a  steamship  line  will  seek  most  actively  to  develop 
the  traffic  to  and  from  their  own  country.  A  steamship  line  under 
the  national  flag  is  an  agency  for  the  development  of  foreign  trade. 

The  importance  to  a  country's  foreign  commerce  of  having 
under  the  national  flag  a  large  tonnage  of  vessels  that  may  be 
operated  under  charters,  i.e.,  "tramp"  steamers,  is  not  so  definite 
nor  so  vital  as  is  the  advantage  of  having  a  number  of  vigorous 
steamship  lines  under  the  national  flag;  but  it  can  hardly  be 
doubted  that  the  commerce  of  Great  Britain  has  been  much  aided 
by  the  enormous  tonnage  of  British  steamers  operated  under  char- 
ters. The  foreign  commerce  of  Great  Britain  must  derive  sub- 
stantial benefit  from  having  more  complete  ocean  transportation 
facilities  than  has  the  foreign  commerce  of  any  other  country. 

If  one  result  of  the  European  War  should  be  to  impress  strongly 
upon  the  people  of  the  United  States  the  advantage  of  having  a 
larger  tonnage  of  shipping  under  the  national  fiag,  is  it  too  much 
to  hope  that  Congress  will  earnestly  seek  to  adopt  a  maritime 
policy  intended  to  assist  in  building  up  the  American  marine? 
Up  to  the  present  time  differences  of  opinion  without  and  within 
Congress  have  prevented  constructive  legislation  regarding  the 
merchant  marine,  but  the  European  War  may,  and  ought  to, 
make  it  possible  for  the  advocates  of  different  merchant  marine 
policies  to  agree  as  to  the  desirability  of  creating  a  federal  shipping 
board  or  of  adding  to  an  enlarged  Interstate  Commerce  Commis- 
sion a  marine  department.  Such  a  shipping  board,  or  marine 
department,  consisting  of  three  commissioners  expert  in  maritime 
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matters,  would  be  a  logical  agency  through  which  to  act  in  develop- 
ing a  larger  merchant  marine. 

While  it  is  not  the  purpose  of  this  paper  to  discuss  the  p<rficy 
that  should  be  adopted  by  Congress  for  the  development  of  the 
merchant  marine,  it  may  be  suggested,  in  passing,  that  the  pro- 
posed shipping  board  or  marine  department  might  well  be  directed 
by  Congress  to  investigate  the  shipping  and  navigation  laws  of 
the  United  States  and  other  countries,  and  to  report,  for  adop- 
tion by  Congress,  a  revised  code  of  maritime  laws  under  which 
American  shipping  may  compete  upon  fair  terms  with  shipping 
under  foreign  flags.  It  would  also  seem  wise  for  Congress  to  make 
a  liberal  appropriation  of  funds  to  be  expended  by  the  shipping 
board  in  aid  of  a  limited  number  of  steamship  lines  from  the  United 
States  to  foreign  countries.  Congress  should  leave  to  the  board 
the  selection  of  the  lines  to  be  aided,  the  amoimts  to  be  paid,  and 
the  determination  of  the  provisions  of  the  contracts  made  on  be- 
half of  the  United  States  with  the  lines  aided.  This  method  of 
procedure  would  give  promise  of  better  results  than  can  be  ol>- 
tained  by  the  passage  of  subsidy  laws  such  as  have  previously  been 
enacted  by  Congress.  The  development  of  American  shipping, 
whether  by  siAvention  or  otherwise,  is  an  administrative  task  that 
should  be  intrusted  to  an  able  body  of  experts  vested  with  ample 
discretionary  powers. 

The  proposed  shipping  board  or  marine  department  should  not 
have  the  power  to  engage  in  the  steamship  business,  either  di- 
rectly or  indirectly.  It  would  be  a  mistake  for  Congress  to  adopt 
the  policy  of  the  government  ownership  of  ocean  vessels,  or  of  the 
operation  of  vessels  through  the  agency  of  a  corporation  con- 
trolled by  the  government. 

Adequate  ocean  transportation  by  ships  under  the  American 
flag  can  be  secured  only  by  making  the  ownership  and  operation 
of  vessels  profitable.  Private  capital  and  initiative  must  be  de- 
pended upon  to  bring  about  the  development  of  the  American  mer- 
chant marine.  In  the  long  run^  legislation  can  only  aid  in  making 
the  business  of  ocean  transportation  attractive  to  owners  of  private 
capital  and  to  men  ambitious  to  devote  their  energies  to  the  man- 
agement of  steamship  lines.  Ocean  transportation  is  not  a  busi- 
ness adapted  to  government  ownership  and  management. 

The  European  War  has,  without  doubt,  convinced  the  people 
of  the  United  States  of  the  inadequacy  of  the  merchant  marine 
under  the  national  flag ;  but  the  merchant  marine^  important  as  it 
18,  is  only  one  of  three  links  in  the  chain  of  facilities  required  for 
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the  transportation  of  the  import  and  export  trade  of  the  United 
States.  The  other  parts  of  the  chain  are  the  railways  which  pro- 
vide inland  transportation,  and  the  seaboard  terminaLs  at  which 
rail  and  water  carriers  exchange  traffic.  The  strength  of  the  chain 
as  a  whole  is  the  strength  of  each  link. 

To  meet  successfully  the  keen  c(mipetition  for  the  world's  inter- 
national trade  that  will  prevail  after  the  war,  the  foreign  commerce 
of  the  United  States  will  require  the  services  of  seaboard  terminals 
at  which  traffic  may  be  exchanged  between  railways  and  ocean 
carriers  with  maximum  dispatch  and  minimum  cost.  The  impor- 
tance to  commerce  of  efficient  terminals  is  more  fully  realized  in 
some  foreign  countries  than  it  is  in  the  United  States.  Liverpool, 
Antwerp,  Rotterdam,  Hamburg,  and  other  European  ports  are 
planned,  equipped,  and  administered  with  a  view  to  minimizing  the 
expenses  of  foreign  conmierce.  When,  after  the  war,  American 
manufactiurers  and  merchants  have  to  compete  with  foreign  pro- 
ducers and  traders  striving  earnestly  to  regain  lost  ground,  the 
necessity  for  a  more  systematic  development  of  American  ports  can 
hardly  fail  to  be  realized.  Should  this  prophecy  come  true,  we  may 
see  the  railroad  companies  and  state  and  municipal  authorities  co- 
operating in  harbor  and  terminal  improvements,  and  we  may  see 
ports  developed  according  to  plans  that  will  provide  specialized 
facilities  for  different  kinds  of  traffic,  that  will  insure  the  physical 
connection  of  the  railroads  with  the  ocean  carriers  at  all  piers  and 
wharves,  both  private  and  public,  and  that  will  so  unify  all  trans- 
portation facilities  as  to  secure  for  each  port  maximum  efficiency 
and  economy  in  the  handling  of  both  foreign  and  domestic 
conmierce. 

As  a  closing  word,  it  may  be  well  to  suggest  the  necessity  of 
being  on  guard  against  overestimating  the  probable  effects  which 
the  European  War  will  have  upon  American  commerce.  Interna- 
tional financial  and  trade  relations  that  have  been  slowly  built  up 
and  firmly  established  are  not  easily  changed.  The  present  war 
has  given  the  United  States  an  opportunity  to  secure  a  larger  place 
in  the  world's  trade ;  but  the  permanency  of  the  advance  that  may 
be  made  while  the  war  is  in  progress  will  depend  upon  whether 
capitalists  in  the  United  States  desire  to  participate  largely  in  the 
industrial  development  of  South  America,  Asia,  and  Africa,  whether 
American  manufacturers  and  merchants  shall  decide  to  strive  sys- 
tematically and  persistently  to  increase  foreign  trade,  and  whether 
the  Federal  Grovemment  shall  make  the  promotion  of  foreign  trade 
a  definite  aim. 


PROBABLE  CHANGES  IN  THE  FOREIGN  TRADE  OF  THE 
UNITED  STATES  RESULTING  FROM  THE  EUROPEAN 

WAR— DISCUSSION 

M.  J.  Bonn  :  The  foreign  trade  of  the  United  States  after  the  war 
will  be  affected  by  many  individual  circumstances;  its  future  develop- 
ment will  depend  to  no  small  degree  on  the  principle  governing  the 
future  trade  relations  between  the  nations.  During  the  last  century 
the  economic  life  of  nations  has  been  based  on  the  principle  of  inter- 
national interdependency  in  an  ever  increasing  degree.  Will  that 
principle  be  maintained  or  will  the  world  return  to  the  principle  of 
isolation  and  national  self-sufficiency^  which  was  the  trade  ideal  of 
days  gone  by?  The  answer  can  only  be  given  after  an  inquiry  into 
some  of  the  economic  lessons  of  the  war. 

That  the  war  would  stop  the  trade  between  belligerent  nations  was 
no  surprise  to  anybody.  Griven  a  war  of  such  magnitude  an  enormous 
economic  dislocation  was  unavoidable.  The  imports  which  Germany, 
for  example^  had  received  from  her  enemies  were  ^8,5  per  cent  of  her 
total  imports. 

But  the  war  did  more  than  that.  It  affected  the  trade  between 
neutrals  and  belligerents  to  an  unexpected  degree.  That  the  belligerents 
would  levy  an  embargo  against  the  neutral  nations  on  goods  they  wanted 
at  home,  as  the  British  embargo  on  wool,  was  reasonable  and  legitimate. 
Nor  could  Russia's  grain  trade  to  neutral  countries  be  maintained,  as 
its  route  lay  through  the  Dardanelles.  On  the  other  hand  the  almost 
total  annihilation  of  the  German-American  trade  is  due  to  a  deliberate 
action  of  a  belligerent,  to  the  so-called  blockade  enforced  by  England. 
It  may  be  illegal,  but  it  is  a  fact.  As  far  as  her  power  goes,  England 
has  stopped  the  trade  between  different  neutral  nations,  whenever  she 
was  afraid  of  goods,  of  non-contraband  goods  too,  reaching  the  enemy. 
She  will  not  permit  the  provisioning  of  those  countries  if  they  do  not 
give  guarantees  of  not  trading  with  the  enemy.  That  interference 
cuts  both  ways:  A  country  like  Sweden,  neutral  in  the  spirit  as  well  as 
in  the  letter,  has  put  an  embargo  against  Russia  whenever  she  had  to 
lay  one  against  Germany.  Sea  power  as  well  as  geographical  position 
interferes  in  the  trade  between  neutrals.  Roumania  cannot  export 
wheat  except  through  the  Central  Powers'  territory,  and  Switzerland 
is  entirely  surrounded  by  belligerents. 

A  rupture  of  trade  relations  on  a  far  bigger  scale  than  was  ever 
expected  is  not  the  only  lesson  of  the  war.  Settlements  of  individuals 
and  influx  of  capital  into  foreign  countries  have  played  a  large  part  in 
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business  life  before  the  wnr.  So  far  as  men  liable  to  military  service 
were  concerned^  it  was  quite  natural  that  they  should  be  interned  in 
a  hostile  country.  This  was  done  with  Russian  laborers  in  Germany 
and  with  German  reservists  in  England.  But  one  did  not  expect  the 
rounding  up  of  foreign-born  men  who  were  not  part  of  the  army  and 
who  were  willing  to  follow  their  peaceful  occupations^  as  happened 
first  in  England.  And  nobody  foresaw  that  naturalized  citizens  whose 
ancestors  had  acquired  citizenship  a  hundred  and  more  years  ago  would 
be  deprived  of  their  property^  as  was  done  in  Russia  with  German 
settlers^  and  that  more  recently  naturalized  citizens  would  be  greatly 
interfered  with  in  their  business  relations^  as  was  the  case  in  England. 
Nor  was  it  expected  that  the  citizens  of  belligerent  states  inhabiting 
neutral  countries  would  be  unable  to  return^  even  if  in  no  way  con- 
nected with  the  army. 

A  great  part  of  international  trade  was  based  on  capital  investments 
in  foreign  countries.  It  has  always  been  assumed  that  the  selling  of 
foreign  securities  would  be  an  excellent  way  of  providing  funds  in 
time  of  war.  Here  too^  expectations  were  disappointed.  The  closing 
of  the  stock  exchanges  made  many  millions  of  securities  unsaleable. 
The  relative  weakness  of  French  finance  during  the  war  is  due  to  that 
circumstance.  It  was  founds  moreover^  that  the  public  owning  first- 
class  securities  were  unwilling  to  part  with  them^  notwithstanding  the 
extra  profits  given  by  a  falling  exchange.  It  is  true  that  large  blocks  of 
foreign  securities  were  sold.  But  even  this  is  not  a  tightening  of  interna- 
tional credit  ties ;  it  means  a  wiping  out  of  an  existing  debt^  and  with 
it  the  curtailment  of  that  share  of  international  trade  which  was  due  to 
payment  of  interest. 

We  are  going  to  see  that  "nationalization  of  capital^"  wliich  before 
the  war  was  advocated  strongly  in  France  and  to  a  lesser  degree  in 
Germany.  For  the  breakdown  of  stock  exchanges  at  the  beginning 
of  the  war  is  not  the  only  argument  against  foreign  investment.  Many 
securities  on  the  London  and  in  the  Paris  stock  exchanges^  some  of 
them  English  but  many  foreign^  were  the  property  of  foreigners.  To- 
day all  such  property  belonging  to  ''alien  enemies"  is  withheld  from  its 
owners.  For  example^  the  interest  on  American  or  Brazilian  railway 
bonds  listed  in  London  is  paid  to  a  trustee  but  not  to  the  owners. 
Up  to  March  1^  1915^  this  trustee  accounted  for  over  $400,000^000. 
On  the  other  hand,  the  non-payment  of  Turkish  and  to  a  certain  degree 
Austrian  coupons  is  a  very  severe  blow  to  French  investors.  It  seems 
to  me  that  the  war  has  shown  the  danger  of  international  interdepen- 
dence to  an  unexpected  degree.     European  economists  had  discussed 
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this  problem  long  before  the  war.  I  think  they  underrated  it.  They 
reckoned  with  a  war  of  short  duration^  and  they  expected  the  neutrals 
to  be  strong  enough  to  prevent  the  disturbances  of  neutral  trade.  In 
both  respects  they  have  been  mistaken.  Part  of  that  interference  is  no 
doubt  illegal^  as  put  on  record  by  the  United  States  government. 
Though  these  records  state  these  facts  in  an  unanswerable  way  they  do 
not  change  them.  If  we  cannot  prove  to  ourselves  and  to  the  world  that 
this  war  is  the  last  war  possible^  resumption  of  normal  trade  relations  is 
possible  only  by  nations  taking  these  experiences  into  account 

The  danger  of  dependence  today  is  felt  by  all  nations^  though  not  to 
the  same  degree.  The  strain  is  slightest  in  England^  though  even  she 
does  feel  it.  If  the  index  number  in  England  for  grain  and  meat,  which 
was  about  580  in  1918^  had  risen  to  884  last  October^  that  was  partly 
due  to  a  shortage  of  tonnage^  and  partly  due  to  the  absence  of  Russian 
Roumanian  supplies^  which  even  the  control  of  the  sea  could  not  get  for 
England.  England  draws  a  great  many  of  her  supplies  from  abroad. 
She  cannot^  so  long  as  the  war  goes  on^  pay  for  them  in  goods.  She 
must  part  with  gold  or  with  securities^  or  contract  loans  which  will 
annihilate  the  benefits  of  some  foreign  investments.  She  cannot  com- 
mandeer these  goods  in  foreign  countries  as  she  could  do  in  her  colonies 
and  she  has  to  pay  exploitation  prices  for  them.  Moreover^  the  con- 
tinuation of  those  supplies  depends  on  the  good  will  of  foreign  nations. 
Her  present  immunity  from  interruption  of  communications  is  due  in 
part  to  the  strength  of  her  navy.  It  depends  partly  on  her  geographi- 
cal position.  And  her  freedom  from  serious  attacks  and  the  possibility 
of  trying  a  policy  of  starvation  against  Germany  is  due  to  an  alliance. 
In  a  purely  Anglo-German  conflict  England  could  never  have  tried  such 
a  policy.  And  alliances  between  ambitious  world-powers  are  no  basis 
for  permanent  security.  England^  however^  has  no  choice.  She  must 
rely  on  oversea  supplies.  She  is  an  island  accessible  from  all  parts  of 
the  ocean;  even  a  superior  navy  could  scarcely  blockade  all  her  coasts. 
She  cannot  hope  to  maintain  a  growing  population^  which  even  today 
is  the  densest  in  Europe^  on  two  small  islands.  She  will  have  to  rely 
on  the  continuation  of  outside  supplies^  but  she  will  try  to  diminish 
the  danger  of  depending  on  oversea  supplies  by  shifting  their  base 
to  her  colonies.  Why  should  she  again  become  dependent  on  Russian 
grain  supplies  or  on  German  sugar  in  the  future  ? — or  on  the  good  will 
of  neutrals  in  continuing  supplies  to  her  good-naturedly^  whilst  she 
hampers  their  trade? 

To  have  achieved  such  a  feat  once  without  being  punished  for  it  is 
enough  for  a  wise  nation.    As  it  is  she  feels  the  strain  rather  severely 
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of  having  to  continae  an  export  trade  with  neutrals^  for  fear  of  losing 
their  markets^  whilst  she  ought  to  use  all  her  energy  at  h<mie.  Some  of 
these  dangers  can  be  lessened  by  bringing  about  a  form  of  Imperial 
Federation^  as  outlined  by  the  late  Mr.  Chamberlain*  In  the  British 
dominions  a  nationalization  of  British  labor  And  capital  may  be 
achieved  approaching  the  ideal  of  a  self-sufficient  state.  Financial 
and  political  reasons  which  have  worked  against  that  scheme  before 
will  favor  it  now.  Inter-imperial  communications^  it  is  true^  are  sea 
communications  too^  and  exposed  to  hostile  attacks.  It  may  suit  Eng- 
land when  peace  is  established  to  safeguard  them  by  adopting  the 
principle  of  the  free  sea.  But  even  if  she  does  not  do  so  she  has 
learned  from  her  own  experiences  that  the  legitimate  connections  be- 
tween neutrals  and  belligerents  may  be  cut  without  any  risks  of 
punishment  That  being  so^  inter-imperial  trade^  the  trade  between 
different  porta  of  the  possessions  of  a  belligerent^  is  not  more  subject  to 
hostile  interruption  than  international  trade. 

The  most  severe  consequences  of  the  war's  influence  on  international 
relations  have  fallen  on  Germany.  Three  of  her  neighbors  are  closing 
her  land  frontiers;  her  unfavorable  geographical  position^  with  no 
really  open  outlet  to  the  sea  has  put  her  oversea  trade  at  England's 
mercy.  Her  neutral  neighbors  are  too  weak  to  be  able  to  insist  on 
neutral  trading  rights.  Until  lately  she  has  been  cut  off  from  most 
of  her  foreign  supplies.  (She  was  of  course  less  dependent  on  foreign 
supplies  than  England.)  Her  territory^  and  that  of  her  Austrian  ally^ 
is  almost  four  times  the  area  of  the  United  Kingdom^  whilst  their 
population  is  not  quite  three  times  as  large.  She  has  been  able  to  go 
on^  notwithstanding  all  pressure.  But  her  present  achievement  does 
not  give  any  guarantee  that  she  will  be  able  to  stand  a  similar  ordeal 
in  later  times^  when  her  population  may  have  doubled.  Perhaps  peace 
will  establish  the  principle  of  the  open  sea^  making  the  policy  of  star- 
vation more  illegal  than  it  is  today. 

Will  the  guarantees  obtainable  do  away  with  all  danger?  If  this  is 
not  the  case^  Germany  must  achieve  economic  security  on  a  wide  conti- 
nental area.  A  commercial  federation  between  Germany^  Austria,  the 
Balkan  States^  and  Turkey  can  lay  the  territorial  foundation  on  which 
a  policy  of  self-sufficiency  on  a  broad  continental  base  may  be  possible. 
This  was  an  old  idea^  pronounced  many  years  ago  by  Friedrich  List, 
in  the  days  when  Austria  and  Turkey  were  near  neighbors.  But  even 
such  a  broad  territorial  expansion,  based  not  on  domination  but  on  co- 
operation, will  not  bring  about  complete  self-sufficiency.  Self-suffi- 
ciency is  only  possible  if  all  goods  essential  to  a  nation's  life  can  be 
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found  within  its  confines^  and  that  in  sufficient  quantities.  No  terri- 
torial expansion  fulfills  this  condition.  Even  a  commercial  federation 
reaching  from  the  North  Sea  to  the  Persian  Gulf  would  not  produce  all 
commodities  in  the  quantities  wanted.  But  a  new  movemeirt  has  been 
gathering  speed  lately:  systematic  substitution  of  national  goods  for 
imported  commodities.  It  began  more  than  a  hundred  years  ago^  when 
beet  sugar  took  the  place  of  cane  sugar;  it  achieved  a  significant  tri- 
umph when  synthetic  indigo  took  the  place  of  the  natural  product 
During  the  war  great  progress  has  been  made.  Nitrate  made  from  the 
nitrogen  of  the  air  and  later  on  iiom  ammonia  has  taken  the  jdace  of 
imported  nitrate.  A  nitrate  monopoly  is  proposed  by  the  German  gov- 
emment^  to  prevent  the  swamping  of  the  industry  after  peace  is  made. 
Natural  rubber  is  being  supplanted  by  artificial  rubber.  The  place  of 
cotton  in  the  manufacture  of  explosives  is  taken  by  materials  derived 
from  wood.    This  movement  will  go  on  after  peace  is  made. 

Moreover^  the  war  has  given  the  warring  nations  a  statistical  knowl- 
edge of  their  business  life  they  never  possessed  before.  It  has  de- 
veloped socialization  to  an  unexpected  degree.  Production  and  consump- 
tion are  now  brought  to  a  common  level  not  by  marketing  but  by  organi- 
zation. Capital  and  labor  will  be  directed  towards  those  industries 
where  they  are  wanted.  Limitations  of  quantities  will  be  used  in  com- 
bination with  the  old  established  methods  of  customs  tariffs  and  railway 
rates.  A  differential  taxation  will  see  to  it  that  the  nation's  necessi- 
ties will  not  be  sources  of  private  surplus  gains^  as  is  outlined  in  the 
German  bill  for  taxation  of  war  profits.  For  those  articles  which  are 
essential  but  which  cannot  yet  be  produced  at  home  in  the  needed 
quantities^  the  government  will  create  importation  monopolies^  as 
Switzerland  has  done  in  regard  to  grain.  And  government  storehouses 
may  again  be  the  order  of  the  day.  Labor  and  capital  will  be  nation- 
alized to  a  much  greater  degree  than  ever  before. 

These  movements  cannot  be  restricted  to  one  nation.  If  Germany  is 
leading  just  now^  it  is  because  she  was  most  severely  hit  by  the  inter- 
ruption of  international  relations.  But  the  other  belligerents^  and  all 
European  neutral  nations^  have  been  taking  steps  in  the  same  direc- 
tion. And  the  nations  will  not  return  to  the  old  state  of  affairs.  The 
ideal  of  national  self-sufficiency  was  nowhere  more  widely  discussed 
before  the  war  than  in  France.  Why  should  a  nation  whose  population 
does  not  grow^  and  which  has  an  enormous  colonial  empire  within  a 
day's  journey^  compete  in  the  markets  of  the  world  .^  Why  should  she 
invest  her  savings  in  foreign  countries^  and  risk  income  and  capital 
during  a  time  of  war?    Surely  France  has  learned  the  lesson  by  now 
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that  in  international  relations  the  creditor  is  at  the  mercy  of  the  debtor^ 
and  not  otherwise. 

Russia^  on  the  other  hand^  is  in  the  position  of  the  debtor.  A  great 
share  of  her  exports  was  always  "ear  marked/'  so  to  speak^  for  the  pay- 
ment of  interest.  Her  debt  will  grow  immensely  by  war  loans  placed 
abroad^  and  by  foreign  imports  for  which  she  cannot  pay  with  grain^ 
owing  to  the  closing  of  the  Dardanelles.  Moreover^  as  long  as  England 
holds  Gibraltar  and  the  Sues  Canal^  as  long  as  the  Baltic  remains  a  closed 
sea  which  communicates  through  three  narrow  channels  with  the  North 
Sea  (closed  easily  in  its  tarn  by  England's  position  and  by  England's 
navy)  Russia's  export  will  never  be  free^  even  if  the  Dardanelles  were 
forced.  She  has  felt  the  heavy  burden  an  agricultural  country  has  to 
carry  when  going  to  war  without  a  sufficient  industrial  outfit  for  the 
production  of  modem  war  material.  Russia  has  strong  inducements  for 
carrying  out  the  economic  ideal  of  her  nationalists^ — a  self-sufficient 
Russian  Empire.  All  this  wiU^  if  I  can  read  the  signs  of  the  times^  not 
make  for  an  increase  of  foreign  business  relations.  The  original  basis 
of  international  exchange  is  the  diversity  of  natural  economic  condi- 
tions existing  in  different  countries.  The  growing  sise  of  the  different 
business  territories  has  greatly  diminished  the  importance  of  this  cause. 
Natural  advantages  of  production  are  replaced  by  artificial  advantages 
which  are  brought  about  partly  by  inventions  and  partly  by  organisa- 
tion. If  security  rather  than  wealth  become  the  aim  of  organization^ 
its  scope  will  be  almost  unlimited. 

I  do  not  believe  foreign  trade  will  stop.  The  small  countries  like 
Denmark  and  Switzerland  cannot  hope  to  do  without  foreign  trade. 
They  must  go  on^  on  the  same  precarious  basis  on  which  they  have 
suffered  so  much  today^  if  they  do  not  of  their  own  free  will  enter 
the  commercial  federations  of  their  neighbors.  The  young  countries  of 
the  New  World  will  have  to  go  on  producing  raw  material  and  they  will 
have  to  find  markets  for  it.  The  big  exporting  industries  in  Europe^ 
which  are  accustomed  to  have  a  big  surplus  production^  will  not  like 
to  give  up  profitable  markets.  Big  ports  and  large  steamship  companies 
will  go  on  catering  for  trade.  Outlying  colonial  possessions  will  not 
be  given  up.  But  the  obstacles  to  foreign  trade  will  increase^  not 
diminish.  Commercial  competition  may  perhaps  become  more  intensi- 
fied in  some  selected  neutral  parts  of  the  world.  The  economic  de- 
pendence of  the  great  nations  upon  each  other  will  not  be  as  close  as 
it  has  been  before. 

G.  D.  Hancock:  Professor  Johnson  has  stated  the  necessary  fac- 
tors and  prerequisites  of  a  large  foreign  trade;  he  has  described  the 


Sft  American  Economic  Association 

opportunity  which  exists  for  the  expansion  of  the  foreign  trade  of  the 
United  States;  he  has  cautioned  us  against  too  great  hopes  for  the 
realisation  of  these  opportunities;  and  he  has^  in  the  largest  part  of 
his  paper^  discussed  what  program  the  United  States  ought  to  adopt 
to  aid  in  the  promotion  of  larger  foreign  trade.  He  very  wisely  re- 
frains from  making  any  definite  forecasts  of  the  future  course  of  our 
foreign  trade  after  the  European  War. 

The  economist  turned  prophet  is  on  unsafe  ground  in  tiie  present 
case^  because  so  many  of  the  causal  factors  are  unknown  and  un- 
knowable. Before  we  could  predict  the  changes  in  the  foreign  trade  of 
the  United  States  resulting  from  the  European  War^  I  should  say  that 
among  other  things  we  should  need  to  know  the  following:  the  duration 
of  the  war;  the  outcome  of  the  war;  whether  the  United  States  is  to 
be  drawn  into  the  war;  the  exact  effect  of  the  war  on  the  investments  of 
foreign  capital  in  the  United  States;  the  effect  on  interest  rates  in 
Europe  and  in  the  United  States ;  the  effect  on  the  general  price  level  in 
Europe  and  in  the  United  States;  the  result  of  the  war  on  the  spirit 
of  nationalism  or  internationalism^  that  ia,  of  exclusive  national  poli- 
cies ;  and  also  the  eternal  uncertainties  of  political  action  of  the  United 
States^  in  its  shipping  policy^  its  tariff  policy^  and  its  general  attitude 
toward  foreign  trade  promotion. 

Since  most  of  these  things  are  beyond  kuman  knowledge  at  present, 
I  wish  to  avoid  even  seeming  to  forecast  any  positive  results.  A  few 
suggestions  can  be  made^  however. 

In  the  first  place>  the  fact  needs  some  emphasis^  well-known  as  it  is, 
that  our  most  important  trade  is  not  with  South  America  but  with 
Europe.  Our  trade  with  South  America  has  grown  very  rapidly  during 
the  war^  and  it  had  grown  rapidly  for  some  years  before  the  beginning 
of  the  war.  But  it  is  only  a  small  part  of  our  foreign  trade,  and  as 
compared  to  our  normal  trade  with  Europe  it  is  of  much  less  value  to 
us.  In  1918,  the  last  year  unaffected  by  the  war,  our  trade  with 
South  America  formed  only  about  eight  per  cent  of  our  total  foreign 
trade,  and  we  exported  over  ten  times  as  much  to  Europe  as  to  South 
America.  Our  most  important  trade  for  all  time  past  has  been  with 
Europe,  and  whatever  affects  that  trade  is  of  the  utmost  importance  to 
us.  The  chief  importance  of  South  America,  of  course,  is  the  fact  that 
it  is  looked  upon  as  a  growing  market  for  our  new  and  growing  surplus 
of  manufactured  products. 

Up  to  the  present  time  the  results  of  the  war  that  may  affect  our 
foreign  trade  in  the  future  are:  (1)  the  importation  of  large  amounts 
of  European  capital,  or  the  return  of  large  amounts  of  American  sc- 
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curities  formerly  held  abroad;  (2)  the  development  at  feverish  speed 
of  a  large  number  of  highly  specialised  industries  for  supplying  the 
belligerent  countries  with  munitions  of  war;  (8)  the  establishment  and 
rapid  expansion  of  certain  other  industries^  such  as  chemicals  and 
dyes,  under  tiie  extreme  protection  afforded  by  tiie  stoppage  of  Euro- 
pean importations  during  the  war;  (4)  the  supplying  to  a  considerable 
extent  of  markets  temporarily  abandoned  by  the  belligerent  nations; 
and  (5)  the  beginning  of  a  rapid  growth  in  merchant  marine  under 
the  United  States  flag. 

Some  of  tile  results  of  these  changes  may  probably  be  predicted. 
If  the  European  holdings  of  American  capital  should  all  be  can- 
celled by  the  constantly  growing  balance  of  exports  to  Europe  two 
important  results  might  follow:  first,  this  will  make  it  necessary  for 
us  to  export  less  or  to  import  more,  in  order  to  keep  our  foreign  balance 
straight;  and,  secondly,  it  may  possibly  give  to  the  United  States  a 
sufficient  surplus  of  capital  to  extend  our  investments  into  foreign 
countries,  and  thus  remove  or  reduce  one  of  the  greatest  obstacles  to 
the  expansion  of  our  foreign  trade  in  the  newer  countries  such  as  South 
America — the  obstacle,  I  mean,  due  to  the  lack  of  capital  investment 
in  those  countries. 

The  development  of  the  "war  order"  industries  is  in  many  cases  only 
temporary,  but  in  other  cases  these  plants  (which  will  have  been  paid 
for  by  war  orders)  may  be  used  or  modified  for  continued  domestic  or 
export  production.  It  remains  to  be  seen  whether  the  new  industries 
developed  in  tiie  United  States  by  the  war  can  stand  European  competi- 
tion after  the  war;  or  whetiier  they  will  go  down  under  this  compe- 
tition as  did  the  new  manufactures  and  shipping  of  the  United  States 
at  the  close  of  the  Napoleonic  wars. 

It  does  seem,  however,  as  if  some  of  the  obstacles  to  the  development 
of  trade  with  our  southern  neighbors  may  be  removed  by  the  war. 
American  capitalists  may  now  look  more  and  more  to  Latin  America 
for  investment  and  development  of  new  enterprises;  political  relations 
are  much  closer  among  the  American  nations  since  the  beginning  of 
the  war;  American  banks  are  being  established  in  South  America;  the 
beginnings  of  an  American  merchant  marine  are  probably  in  sight  (if 
this  is  really  a  factor  of  any  great  importance) ;  and  Americans  ought 
by  this  time  to  be  convinced  that  their  merchandising  methods  need 
some  revision. 

When  we  look  at  our  trade  with  Europe,  however,  we  sec  different 
probabilities.  Europe  will  still  need  our  raw  materials  and  we  shall 
need  many  of  her  manufactures.     But  if  the  United  States  should  be- 
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come  «  debt-free  nation  instead  of  a  debtor  nation;  if  we  build  oar 
own  merchant  marine;  if  we  continue ^the  diversification  of  our  own 
industries,  to  include  tiie  production  of  these  dyes  and  dionieals  and 
other  manufactures  heretofore  imported  from  Europe;  how  will  Eu- 
rope pay?  That  is,  if  we  cease  to  import  the  two  hundred  to  three 
hundred  millions  a  year  of  the  sendee  of  foreign  capital,  the  twenty-five 
millions  a  year  of  foreign  owned  transportation  service,  and  the  many 
other  millions  of  manufactures  which,  it  is  said,  we  are  to  produce 
for  ourselves,  then  the  balance  of  trade  would  tend  to  be  permanently 
in  such  a  condition  as  at  present,  which  is  impossible.  If  all  these 
things  happen,  we  shall  certainly  either  export  less  or  import  more — 
somewhere. 

The  very  increased  efficiency  of  internal  transportation  reconmiended 
in  the  paper  will  tend  to  promote  internal  trade  as  well  as  extemaL 
And  certainly  the  diversification  of  industries  tends  to  make  a  nation 
less  dependent  upon  foreign  trade.  The  size  of  this  country  and  the 
great  diversification  of  its  resources  make  foreign  trade  of  much  less 
relative  importance  than  domestic  trade. 

Another  factor  that  must  be  considered  is  the  one  which  Professor 
Bonn  has  so  ably  discussed — ^the  probable  result  of  the  war  in  develop- 
ing a  stronger  spirit  of  nationalism  in  all  the  nations.  The  *'parlia- 
ment  of  man,  the  federation  of  the  world,"  seems  to  some  to  be  the 
probable  result  of  the  war.  If  this  should  be  the  result  the  obstacles 
to  international  trade  would  undoubtedly  be  removed,  and  we  should 
see  in  the  future  the  free-trade  economist's  ideal  of  international  divi- 
sion of  labor.  I  agree,  however,  with  Professor  Bonn,  that  the  more 
probable  result  will  be  the  strengthening  of  the  spirit  of  nationalism. 
More  exclusive  national  policies  may  be  expected  which,  in  the  case  of 
Germany  and  her  allies  and  the  other  continental  countries,  will  un- 
doubtedly take  the  form  of  direct  attempts  to  make  the  nations  or  the 
league  of  nations  self-sufficient,  by  the  use  of  tariffs  and  subsidies. 
In  the  case  of  Great  Britain  this  nationalism  will  probably  take  the 
form  of  continued  domination  of  the  seas  and  the  establishment  of  some 
form  of  imperial  customs  union.  This  will  be  a  return  to  the  policies 
of  the  Mercantilist  period,  and  will  mean  the  planning  of  domestic 
and  international  policies  on  the  assumption  that  war  is  the  normal 
condition.  Much  as  we  may  regret  it,  this  movement  seems  most 
probable.  -^   "" 

In  any  case,  European  markets  for  the  future  seem  very  uncertain, 
both  for  the  economic  reasons  I  have  suggested,  and  for  the  political 
reasons  just  discussed. 
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Carl  £.  Pabrt:  We  will  all  agree>  I  think,  with  the  general  drift  of 
Professor  Johnson's  paper.  The  war  has  brought  it  home  to  us  that 
we  are  face  to  face  with  a  new  sitoation  which  calls  npon  us  to  readjust 
our  attitude  of  mind  and  to  reshape  some  of  our  policies  and  institu- 
tions. But  as  yet  we  are  not  quite  sure  that  we  understand  this  new 
situation.  Some  of  us>  like  Professor  Bonn,  think  that  the  world  has 
learned  that  too  much  international  trade  is  a  bad  thing,  because  it 
produces  too  much  interdependence.  If  this  is  so,  we  may  look  forward 
to  a  period  of  trade  restriction,  and  govern  ourselves  accordingly. 
Others  of  us  are  impressed  with  the  great  and  growing  importance  of 
the  foreign  market;  we  look  forward  to  an  expansion  of  international 
trade,  and  feel  that  we  must  prepare  ourselves  to  take  our  share  of 
it.  It  seems  to  me  important  to  determine  which  of  these  two  contrasted 
views  is  most  likely  to  turn  out  to  be  right. 

We  have  heard  this  morning  a  sincere  plea  for  the  ideal  of  national 
;self-sufficiency.  If  it  represents  the  present  temper  of  Germany,  as 
we  have  reason  to  believe  that  it  does,  we  have  one  more  example  of  the 
3pirit  of  nationalism  which  seems  to  have  been  so  much  intensified  dur- 
ing tiie  present  war.  This  spirit  prevails,  and  has  increasingly  pre- 
vailed, on  tiie  whole,  throu^out  the  world  for  more  than  a  generation, 
and  it  is  likely,  in  my  judgment,  to  lead  to  commercial  results  of  great 
importance  for  our  own  foreign  trade.  It  is  likely  to  lead,  in  short,  to 
another  era  of  high   protective  tariffs. 

After  the  Franco-Prussian  War,  and  after  our  own  Civil  War,  the 
world  witnessed  an  era  of  higher  tariffs, — ^in  Germany,  in  France,  in 
the  United  States,  in  Canada,  and  in  Australia, — ^practically  every- 
where except  in  the  mother  country  of  the  British  Empire,  and  tariffs 
Kent  up,  on  the  whole,  until  the  outbreak  of  the  war.  Russia  was 
preparing  to  raise  her  tariff,  largely  on  Germany's  account,  when  the 
war  broke  out;  she  will  probably  do  so  after  the  war.  The  protec- 
tionist sentiment  in  France,  already  strong,  seems  to  be  growing 
stronger.  Part  of  it  demanding  commercial  discrimination  against  the 
Central  Empires.  Germany  and  Austria  are  almost  certain  to  form  a 
closer  tariff  union  than  they  have  had  before.  England  has  a  war 
tariff  which  she  is  not  likely  to  get  rid  of  very  easily;  imperial  senti- 
ment is  stronger  throughout  the  British  Empire  than  it  has  ever  been 
before;  the  formation  of  an  imperial  customs  union  is  not  beyond  the 
range  of  possibility.  We  cannot  be  oblivious  of  these  prospective 
moves  on  the  part  of  our  best  customers.  I  think  we  must  expect  a 
period  of  higher  tariffs  that  will  hamper  the  trade  of  the  world,  includ- 
ing our  own  foreign  trade. 
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Most  of  us^  I  suppose^  subscribe  to  the  ideal  of  international  special- 
isation^ of  international  division  of  labor^  which  it  was  tiie  great  service 
of  the  classical  school  of  economists  to  constmct  and  to  make  popular. 
Most  of  US  hate  to  anticipate  any  narrowing  of  the  field  of  international 
trade.  Most  of  us  look  upon  the  erecting  of  higher  tariffs  throngfaont 
the  world,  with  a  view  to  national  self-sufficiency,  as  the  recrudescence 
of  an  old  ideal.  But  for  all  that,  a  period  of  restriction  seems  to  be 
before  us. 

This  period,  let  us  hope,  will  be  only  temporary.  The  effect  of  tiie 
war  in  stimulating  world-wide  interest  in  foreign  trade  will  help  per- 
haps to  shorten  the  period  of  reaction.  But  we  cannot  now  foresee 
how  long  it  will  last.  Meanwhile  our  own  hand  in  the  great  game  of 
international  commercial  diplomacy  will  be  increasingly  harder  to  play. 
We  shall  need  to  know  to  what  extent,  if  necessary,  we  can  make  our- 
selves industrially  self-sufficient;  we  shall  need  to  know  at  just  what 
points  tariff  revision  on  our  part  can  bring  pressure  to  bear  upon 
otiier  nations  whose  tariffs  we  wish  to  influence ;  we  must  pursue  a  more 
definite  and  more  continuous  conmierdal  policy.  And  we  must,  in  par- 
ticular, give  international  considerations  more  weight  in  the  determina- 
tion of  our  tariff  questions.  We  must  pay  more  attention  to  the  effect  of 
some  proposed  revision  of  our  tariff  upon  Brazil,  and  Germany,  and 
Canada  than  to  its  effect  upon  Wyoming,  Massachusetts,  or  Louisiana. 
And  if  we  are  to  have  continuity  of  policy,  dominated  by  international 
considerations,  we  need  to  have  more  thorough  and  scientific  investiga- 
tion into  the  pertinent  facts.  We  need  more  research  of  the  kind  that 
the  government  has  recently  been  making  into  the  chemical  industries. 
Perhaps  we  need  some  sort  of  tariff  commission  or  international  trade 
commission,  not  altogether  because  it  has  more  power  than  private  in- 
vestigators to  get  at  the  facts,  but  also  because  it  is  in  a  better  posi- 
tion to  give  them  authoritative  publicity.  It  often  happens  that  com- 
missions do  not  find  out  anjrthing  that  scholars  do  not  already  know, 
but  the  findings  of  a  commission  command  more  public  attention.  The 
great  point  is  that  if  we  are  to  consider  our  own  tariff  questions  in  a 
more  international  spirit  and  with  more  attention  to  international  con- 
siderations, there  must  be  some  means  of  educating  public  opinion,  the 
opinion  of  the  man  in  the  street,  to  this  international  point  of  view. 
More  and  better  investigation  and  more  publicity  seem  to  me  indis- 
pensable to  this  end. 

About  a  generation  ag^  we  began  in  this  country  to  appreciate  the 
fact  that  in.  the  past  we  had  been  exporting  goods  that  had  practically 
marketed  themselves,  but  that  in  the  future  we  should  need  to  export 
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goods  for  which  markets  had  to  be  made  and  found.  We  began  to  see 
that  we  need  to  learn  how  to  sell  oar  goods  abroad.  And  business  men 
saw  that  they  needed,  among  other  things,  to  get  together.  It  was  this 
perception  that  led  to  the  formation  of  such  organisations  as  the  Na- 
tional Association  of  Manufacturers,  the  Philadelphia  Commercial  Mu- 
seum, and  the  American  Manufacturers'  Export  Association,  of  which 
Professor  Johnson  spoke.  It  was  this  movement  which  bore  fruit  in 
the  establishment  of  the  Department  of  Conmierce  and  the  Bureau  of 
Foreign  and  Domestic  Conmierce  and  in  the  improvement  of  the  consu- 
lar service.  And  one  of  the  chief  effects  of  the  war  has  been  to  show 
us  that  this  movement  for  getting  together  must  be  accelerated.  Busi- 
ness men  must  learn  to  work  together  better,  with  less  suspicion  of 
one  another.  I  do  not  know  exactly  how  this  is  to  be  done.  The  mul- 
'^'plication  of  trade  associations  can  do  a  good  deal  toward  accomplish- 
ing it.  But  it  is  certainly  an  imperative  need  of  the  business  world, 
and  the  prevailing  war  is  doing  a  great  deal  to  bring  this  idea  home  to 
all  of  us. 

B.  Olnky  Hough  :  It  is  a  satisfaction,  but  by  no  means  a  surprise, 
to  find  Professor  Johnson  warning  against  an  exaggeration  of  the  effects 
of  the  European  War  on  American  commerce.  Our  foreign  trade,  at 
least  our  export  trade,  will  continue  to  be  after  the  war,  as  it  was 
before,  precisely  what  the  merchants  and  manufacturers  of  the  United 
States  make  it. 

Of  all  the  elements  named  as  entering  into  this  problem — efficiency 
of  production,  skillful  methods  of  merchandising,  adequate  interna- 
tional banking  facilities,  economical  means  of  transportation — ^that  of 
merchandising  methods  stands  out  as  the  first  indispensable  necessity 
for  the  increase  of  our  export  trade. 

What  Professor  Johnson  calls  "one  of  the  recognised  limitations 
upon  the  development  of  foreign  markets,  the  ineffective  merchandising 
methods  followed  by  American  exporters,"  is  properly  so  described  only 
in  part.  But,  unfortunately,  the  criticism  undoubtedly  does  apply  in 
certain  especially  notable  directions.  Such  names  as  the  Standard 
Oil  Company,  tiie  United  States  Steel  Products  Company,  mentioned 
by  Professor  Johnson  in  his  paper,  naturally  immediately  suggest  the 
promotion  of  business  relations  in  other  countries  in  ways  that  seem 
to  commend  tiiemselves  as  peculiarly  wise.  They  are,  however,  to  be 
supplemented  by  a  long  list  of  other  American  manufacturers, — ^the 
makers  of  Singer  sewing  machines,  of  National  cash  registers,  of 
several  different  kinds  of  typewriters,  of  Kodaks,  some  of  the  great 
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meat  packers^  two  or  three  shoe  manufacturers^  and  others.  By  no 
Sneans  all  of  them  are  to  be  qualified  as  "large  concerns/'  nor  do  all 
of  them  "find  it  advisable  to  adopt  methods  employed  by  Europeans"  in 
the  sale  of  goods  in  foreign  markets.  The  Standard  Oil  Company,  for 
example,  originated  its  marketing  policies;  it  set  an  example  even  yet 
only  partially  and  not  so  effectively  imitated  by  foreign  oil  companies. 
The  warehouses  of  the  United  States  Steel  Products  Company  in  Chile 
have  no  exact  counterpart  on  the  side  of  European  producers  of  ircm 
and  steel  goods,  although  the  Steel  Products  Company  is  something 
more  than  a  producer.  To  a  considerable  extent  it  is  an  export  mer- 
chant, buying  an  appreciable  part  of  its  supplies  from  works  outside 
of  its  own  organization. 

Undoubtedly  the  most  notable  development  of  present  foreign  trade 
conditions  has  been  the  formation  of  financing  companies — for  there 
is  already  in  the  field  at  least  one  other  than  that  mentioned  by  Profes- 
sor Johnson.  This  other  came  into  existence  earlier  in  the  season, 
quietly  and  with  no  flourish  of  trumpets,  rather  with  an  apparent  desire 
to  shun  publicity,  organized  like  the  later  one  by  an  important  contract- 
ing firm  supposed  to  be  closely  allied  to  different  great  banking  in- 
terests. Capitalized  at  only  $1,000,000,  the  press  almost  overlooked 
it  until  one  day  the  news  leaked  out  that  negotiations  by  it  were  on 
foot  to  take  over  and  regenerate  practically  the  whole  railway  system  of 
another  nation. 

These  companies  should  be  forerunners  of  a  dozen  others.  Both  of 
the  present,  all  of  the  future,  can  or  should  bring  to  pass  actually  great 
results  to  American  commerce.  Markets  for  foreign  grovemment  bonds 
through  our  exchanges  and  investment-security  bankers  will  certainly 
be  a  favorable  influence.  The  awakening  of  the  American  public  and 
above  all  American  manufacturing  concerns  to  the  desirability  of 
investments  in  other  kinds  of  foreign  bonds,  in  those  of  the  classes 
commonly  denominated  "industrials"  and  "municipals,"  will  be  far 
more  important  as  affecting  our  export  trade.  Clearly  the  banker  and 
the  supplier  of  goods  must  cooperate. 

Professor  Johnson's  views  as  to  an  American  merchant  marine  are 
sound,  now  as  always.  Yet  it  is  not  to  be  forgotten,  so  far  as  onr 
export  trade  is  concerned,  that  we  as  American  shippers  really  have 
littie  to  say  as  to  routes  which  merchandise  ordered  from  us  shall 
take.  It  by  no  means  necessarily  follows  that  when  American  ships 
are  available  our  foreign  customers  will  instruct  us  to  ship  their  goods 
on  those  flying  American  flags, — ^they  may  prefer  other  vessels.  But 
there  is  a  singular  lack  of  comprehension  as  to  what  a  merchant  marine 
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is>  frequently  observable  in  this  country^  even  in  public  discussions  of 
this  subject.  Our  talk  is  commonly  of  "lines  from  New  York"  here 
and  there^  of  "lines  from  San  Francisco*'  to  other  destinations,  of 
"lines  from  New  Orleans/'  and  so  on.  Professor  Johnson  rightly  ob- 
serves that  we  require  services  "both  of  vessels  operated  under  charter 
and  of  steamship  lines."  But  does  he  not  confuse  chartered  boats  and 
liners,  master  of  the  subject  as  he  is,  and  does  he  not  convey  a  mis- 
taken impression  in  speaking  of  "vessels  operated  under  charter,  i.e., 
'tramp'  steamers"?  Probably  every  "line"  of  steamships  in  existence 
of  no  matter  what  nationality  frequently  employs  "chartered  boats" 
(boats  not  owned  by  it,  only  leased)  when  conditions  or  the  exigencies 
of  traffic  require  or  make  that  course  advisable.  Some  "lines,"  properly 
so-called  because  they  maintain  regular  sailings  between  certain  ports, 
are  operated  only  by  chartered  boats.  This  is  more  common  practice, 
possibly,  in  the  shipping  trade  of  the  United  States,  yet  it  is  not  un- 
known in  Europe. 

The  real  distinction  is  not  between  "liner"  and  "chartered"  ship  but 
between  passenger  liner  and  cargo  carrier.  Do  we  require — ^would  it 
pay  ship  owners  to  maintain — elaborately  fitted  passenger  boat  lines 
from  New  York  to  Cape  Town  or  New  York  to  Melbourne?  It  may 
reasonably  be  doubted.  All  great  British  lines  operate  some  strictly 
cargo  boats;  some  of  them  have  few  passenger  ships,  or  if  their  ships 
have  any  passenger  accommodations  they  are  limited  and  the  passen- 
ger trade  is  not  sought,  as,  for  example,  the  "Parrots"  of  a  well  known 
British  line  conspicuous  with  their  red  and  green  funnels  in  ports  of 
the  eastern  Mediterranean  and  Black  Sea  before  the  war. 

If  the  multiform  and  multi-colored  wisdom  of  Congress  fails  in  itself 
to  devise  relief  from  admittedly  intolerable  restrictions  on  American 
shipping,  what  hope  remains  that  Congress  will  consent  to  resign  its 
powers  to  a  shipping  board,  especially  if  that  board  is  to  be  entrusted, 
as  Professor  Johnson  suggests,  with  the  expenditure  without  congres- 
sional dictation  of  "a  liberal  appropriation  of  funds"?  A  shipping 
board  seems  eminently  advisable  none  the  less.  But  the  most  impera- 
tive necessity  is  to  impress  Congress  with  the  will  of  the  people  that 
the  board  be  wisely  selected,  free  from  the  taint  of  politics  or  at  least 
partisanship,  and  that  the  opinions  and  advice  of  the  board,  once  so 
wisely  selected,  he  heeded, — that  it  be  not  found  necessary  to  consider 
"expediency"  in  putting  its  recommendations  through  the  House  and 
the  Senate.  This  presupposes  hard  and  active  work  on  the  part  of  the 
business  men  of  the  United  States, — something  more,  a  great  deal  more, 
than  the  mere  passing  of  resolutions.    Ship  owners  may  be  trusted  to 
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show  their  patriotism^  as  well  as  their  ability  to  operate  ships^  when 
placed  in  a  position  to  do  both  without  undue  loss  to  themselves^  and 
when  in  that  position  no  Acts  of  Congress  will  be  required  to  prevent 
their  transferring  vessels  from  the  American  to  some  other  flag,  as 
was  actually  proposed  a  week  ago. 

.  It  is  always  difficult  to  withstand  the  temptation  to  scold  our  Ameri- 
can manufacturers^  even  to  swear  at  them.  All  of  us  have  done 
our  share  and  will  probably  continue  the  practice.  Perhaps^  little 
by  little^  this  criticism  and  scolding  may  help  in  bettering  some  busi- 
ness practices.  But  one  great  outstanding  fact  stares  us  in  the  face: 
American  exports  of  manufactured  goods  (exclusive  of  foodstuffs)  grew 
from  less  than  fifteen  per  cent  of  our  total  exports  in  1880  to  nearly 
forty-nine  per  cent  in  1918.  From  1900  to  1918  our  exports  of  manu- 
factured goods  grew  126  per  cent.  Explain  it  as  you  will,  say  that 
this  extraordinary  growth,  greater  than  Germany  or  any  other  manu- 
facturing nation  has  shown,  occurred  in  spite  of  ourselves,  that  we  did 
not  deserve  it,  yet  there  the  figures  stand. 

In  the  exuberance  of  our  American  patriotism  it  may  be  that  we  are 
disposed  to  overestimate  the  share  of  the  world's  trade  that  should  be 
ours.  Just  as  we  ourselves  have  imported,  must  and  always  will 
import,  enormous  quantities  of  sundry  supplies  from  virtually  every 
otiier  country  on  the  face  of  the  globe,  so  it  is  and  always  will  be  with 
other  countries.  All  do  now,  as  they  always  must,  import  goods  from 
virtually  every  source  of  supply.  Our  ambition  should  be  to  increase 
our  own  trade,  to  win  away  a  small  part  of  the  imports  into  other  mar- 
kets now  controlled  by  some  competing  nations.  We  cannot  get  all 
the  trade  of  all  countries,  or  indeed  of  any  country.  Such  assertions 
as  that  made  not  long  ago  by  a  former  minister  to  a  South  American 
republic  that  the  United  States  ought  to  control  seventy-five  per  cent 
of  the  import  trade  of  that  republic  are  nothing  less  than  absurd.  Let 
us  set  reasonable  bounds  to  our  ambition. 

Stupid  things  as  figures  are,  glance  over  the  endless  columns  of  the 
import  and  export  statistics  of  any  of  the  Latin  American  republics. 
You  will  find  that  from  ten  per  cent  (Costa  Rica)  or  eleven  per  cent 
(Mexico)  up  to  thirty-three  per  cent  (Salvador)  or  forty-three  per  cent 
(Colombia)  of  the  total  imports  of  any  of  these  republics  consists  of 
"textiles."  Taking  Latin  America  as  a  whole  the  average  works  out 
at  between  eighteen  per  cent  and  twenty  per  cent  textiles  of  the  total 
imports.  In  the  case  of  British  India,  nearly  fifty-five  per  cent  is 
textiles.  Even  in  Australia  it  is  sixteen  per  cent.  Eleven  and  two- 
thirds  per  cent  of  the  imports  of  our  own  United  States  is  made  up  of 
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textiles.  In  textiles  are  included  tissues  and  other  mannfactores  of 
cotton^  silk^  wool>  hemp,  jute,  and  other  fibres.  Clearly,  if  between 
eighteen  and  twenty  per  cent  of  the  total  imports  of  Latin  America  is 
made  up  of  much  the  same  goods  as  we  ourselves  import  and  from  the 
same  sources,  on  this  account  alone  we  of  the  United  States  cannot 
hope  to  secure  seventy-five  per  cent  of  Latin  American  import  trade. 
Certainly  not  unless  or  until  our  manufacturers  in  these  lines  experience 
a  radical  change  of  heart. 

It  is  in  the  textile  branches  that  American  manufacturers  have  their 
greatest,  their  boundless,  opportunities.  It  is  in  precisely  those 
branches  that  the  greatest  inertia  prevails,  an  inertia  that  is  provok- 
ingly,  distressingly  un-American,  not  to  say  medieval.  Excellent  as 
are  our  domestic  silk  goods  and  our  woolen  goods,  American  mills 
have  never  made,  are  not  today  making,  any  effort  discernible  through 
a  microscope  to  secure  trade  in  the  world's  markets  even  for  special- 
ties in  which  we  compete  and  even  excel.  Many  people  doubtless  have 
been  led  to  think  that  shipments  of  "cotton  goods"  have  ranked  high 
in  the  list  of  exports.  Of  the  total  of  $51,000,000  worth  of  "cotton 
goods"  for  the  fiscal  year  ending  June  80,  1914,  a  normal  year,  forty- 
three  per  cent,  nearly  one  half,  was  composed  of  rags,  waste,  and 
apparel  such  as  corsets  and  knit  goods.  Eliminate  these  and  compare 
the  total  of  cotton  piece-goods,  the  very  richest  of  all  export  fields, 
only  about  $28,000,000,  with  our  exports  of  $88,000,000  worth  of 
automobiles  or  $86,000,000  worth  of  leather;  compare  American  exports 
of  $28,000,000  in  cotton  piece-goods  with  England's  $600,000,000. 
Why,  we  ourselves  actually  import  a  third  more  manufactured  cotton 
goods  than  we  export — ^we,  a  cotton  growing  and  manufacturing  nation ! 

What  is  wrong  here  ?  Several  things.  First  of  all,  antediluvian  sell- 
ing methods,  mills,  mill  agents,  brokers,  jobbers, — complicated,  costly, 
without  enthusiasm,  adaptability  or  originality,  stuck  fast  in  old  ruts; 
second,  manufacturing  organization  and  trade  methods  which  neither 
know  or  recognize  change,  much  less  are  willing  to  contemplate  the 
possibility  of  change, — methods  which  perhaps  have  grown  up  with 
or  on  account  of  home  trade  or  have  themselves  developed  home  trade 
along  its  present  lines,  radically  differing  from,  diametrically  opposed 
to  trade  lines  of  other  countries.  The  labor  problem  is  by  no  means  to 
be  minimized.  Our  automatic  machines  turning  out  heavy  sheetings 
and  drills  by  the  mile  in  standard  unvarying  counts,  widths  and 
pieces,  at  the  minimum  manufacturing  expense,  won  for  us  pretty  much 
all  the  trade  we  ever  enjoyed  in  the  Levant,  the  Red  Sea  district, 
India,  and  China.     Excepting  in  these  special  products  we  have  never 
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gained  trade  save  only  when  the  advent  of  American  traders  and  the 
institation  of  free  trade  with  the  Philippines  opened  a  market  there^ 
along  what  cotton  men  probably  call  ''American  lines/'  for  printed 
cottons  and  a  few^  a  very  few^  "fancies."  Our  goods  pay  twenty  per 
cent  lower  dnties  on  entering  Cuba  tiian  do  the  goods  of  European 
manufacturers.  We  are  only  four  days'  freight  time  distant  from 
Cuba's  largest  port.  In  spite  of  these  emphatic  advantages  we  have 
only  so  far  succeeded  in  acquiring  about  one  fifth  of  Cuba's  imports  of 
cotton  goods.  ^ 

Most  Americans^  one  is  disposed  to  boast^  will  stoutly  declare  when 
possible  business  of  enormous  volume  is  in  sights  ''We'll  try."  This 
seems  not  to  be  the  motto  of  American  cotton  mills^  big,  rich  concerns^ 
contrasting  most  unfavorably  with  thousands  of  smaller  manufacturers 
in  other  branches.  No  great  expense  is  inevitable  in  changing  some 
trade  methods  in  order  to  give  a  foreign  customer  pink  and  blue  only 
instead  of  trying  to  force  him  to -buy  also  purple  and  green  which  his 
customers  dislike  and  refuse.  No  serious  drain  on  a  manufacturer's 
resources^  no  heavy  investment  of  capital  is  required^  to  give  a  foreign 
client  the  same  design  next  year  that  he  had  and  liked  last  year.  The 
determination  to  do  these  things  must  be  noticeable.  It  has  not  yet  been 
discovered  in  the  United  States. 

We  have  talked  a  great  deal  about  our  cotton  piece-goods  trade  to 
China.  England  has  been  selling  China  almost  exactly  twice  the  value  of 
such  goods  as  the  United  States  exports  to  the  whole  world.  When  we 
say  that  the  world's  textile  trade  as  a  whole  is  the  particularly  bright 
and  shining  mark  for  us>  we  may  better  realize  the  fact  when  we  learn 
that  England's  export  trade  in  cotton,  wool,  silk,  and  other  textiles 
amounted  in  1918  to  about  $950,000,000,  almost  one  half  the  total  value 
of  the  whole  export  trade  of  the  United  States  of  all  kinds  of  products 
to  all  countries.  Germany's  exports  of  textiles  have  amounted  to  about 
$800,000,000  a  year. 

"Probable  changes  in  the  foreign  trade  of  the  United  States  result- 
ing from  the  war"?  How  much  depends  on  what  American  manufac- 
turers make  of  their  opportunities  in  textiles  alone?  We  need  not 
aim  conmiercial  arrows  at  the  hearts  of  nations  so  sorely  sufferings  so 
savagely  struggling  today.  Any  inroads  on  their  trade  which  we  may 
make  because  of  today's  conditions  will  not  be  serious  handicaps  to 
them  when  conmierce  and  industry  again  become  approximately  normal. 
They  make,  perhaps  always  will  make,  some  merchandise  better  or 
cheaper  than  we  can.  A  wonderful  and  extraordinary  opportunity  now 
presents  itself  to  us  to  secure  for  some  kinds  which  we  may  easily  manu- 
facture a  comparatively  easy  introduction,  at  insignificant  expense. 
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If  we  turn  to  the  statistics  of  American  export  trade  and  roughly 
classify  them  into  two  divisions^  one  in  which  competition  of  other 
producing  or  manufacturing  nations  is  a  most  important  element  affect- 
ing our  development^  the  other  that  in  which  competition  is  not  an 
appreciable  or  at  least  a  vital  elementj  we  shall  discover  that  only 
about  one  third  of  our  total  export  trade  should  be  classed  as  strictly 
competitive.  Of  course,  all  trade  and  all  branches  are  competitive 
in  some  degree,  but  surely  we  may  count  in  the  non-competitive  class 
our  exports  of  raw  cotton  and  mineral  oil  which  together  count  for  half 
of  this  whole  class,  the  non-competitive.  Add  our  exports  of  lumber, 
tobacco,  copper,  breadstuffs,  meat,  and  dairy  products  and  we  have 
nearly  made  up  the  sum  of  two  thirds  of  our  total  export  trade  from 
items  in  which  competition  in  any  emphatic  degree  is  not  unduly 
burdensome. 

Turn  the  page  to  the  remaining  one  third  of  our  export  trade,  say 
$750,000,000  out  of  $2,800,000,000,  and  examine  its  details  in  order  to 
hazard  a  guess  as  to  how  the  end  of  the  great  European  War  will  leave 
our  position  in  the  world's  markets. 

The  one  great  outstanding  item  in  this  competitive  class  is  that 
labeled  "Iron  and  steel  and  manufactures  of,"  amounting  in  1914  to 
$251,000,000,  or  more  than  one  third  of  all  our  exports  in  what  we 
have  called  competitive  merchandise.  However,  we  may  as  well  elimi- 
nate from  this  classification  all  of  the  primary  products  of  iron  and 
steel,  for,  when  all  is  said  and  done,  competition  in  them  is  generally 
and  probably  rightly  regarded  as  not  always  a  matter  of  ruling  domestic 
prices  nor  as  always  based  on  cost  of  production  as  commonly 
estimated. 

Orders  for  bars,  sheets,  steel  rails,  wire,  wire  nails  may  be,  are,  and 
undoubtedly  will  be  secured  by  American  manufacturers  when  they 
want  them  or  need  them,  or  as  policies  adopted  as  affecting  both  the 
present  and  the  future  may  dictate.  Ways  of  developing  foreign 
markets  for  such  primary  products  may  vary  according  to  the  inclina- 
tion of  the  producers.  Certainly  wise  and  farsighted  policy  will  indi- 
cate the  adoption  of  methods  of  marketing  and  shipping  which  will  bring 
costs  as  low  as  possible,  no  matter  what  relation  foreign  bear  to  domes- 
tic sales  prices.  If  the  ownership  or  control  of  steamships  seems  re- 
quired in  order  to  secure  transportation  facilities  when  needed  and  at 
practicable  rates,  then  we  may  expect  to  see  that  course  adopted  by 
great  steel  and  iron  companies  as  it  has  been  by  other  manufactures 
and  merchants  in  the  fruit,  oil,  molasses,  tobacco,  lumber,  sugar,  and 
other  trades.  Theoretically,  there  seems  small  choice  between  the 
policy  of  opening  one's  own  warehouses  in  foreign  markets  and  the 
maintaining  of  consignment  stocks  in  the  hands  of  independent  agents 
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ander  close  supervision  and  control  of  American  manufacturers.  In 
one  market  we  may  expect  to  find  one  course  adopted^  in  another  market 
the  other  course^  just  as  is  today  the  case. 

At  present  American  iron  and  steel  are  practically  unobtainable  by 
foreign  buyers  for  from  three  to  six  months  to  come.  Buyers  are 
beggars  today^  so  great  have  been  the  demands  on  our  mills,  forced 
in  our  direction  because  of  curtailed  European  supplies.  The  end  of 
the  great  war  will  apparently  bring  about  only  this  change  in  our  export 
trade  in  this  particular  branch:  possibly  more  of  our  great  producing 
companies  will  have  been  encouraged  by  trade  and  profits  to  look 
with  favor  on  some  foreign  markets  for  the  distribution  of  tonnage. 
There  is  a  chance,  too,  that  more  producers  will  utilize  and  cultivate 
connections  established  abroad,  may  even  go  so  far  as  to  create  facili- 
ties for  the  placing  of  tonnage  most  economically.  But  in  this  particular 
trade  a  number  of  elements  affect  exports  other  than  calculated  costs 
of  production  or  of  marketing,  both  in  the  United  States  and  among 
European  manufacturers. 

We  must  not  overlook  the  fact  that  under  the  heading  of  "Iron  and 
steel  and  manufactures  of"  there  are  included  in  our  statistics  many 
items  by  no  means  belonging  among  those  "primary  products"  which 
we  have  just  been  considering.  There  is  the  whole  great  class  of 
machinery  ($14,000,000  in  1914)  and  many  smaller  items  ranging 
from  safes  and  lawn  mowers  up  through  bath  tubs,  razors,  and  scales 
to  locks,  hinges,  axes,  hammers,  and  saws  ($28,000,000).  Then  we 
may  segregate  as  American  specialities,  not  properly  competitive  arti- 
cles, at  least  $26,000,000  in  sewing  and  typewriting  machines  and 
cash  registers.  It  will  not  be  denied  that  in  almost  all  of  the  more 
highly  elaborated  manufactures  of  iron  and  steel  it  is  American  char- 
acteristics rather  than  price  considerations  which  have  won  our  exist- 
ing trade. 

There  may  be  serious  and  reasonable  doubt  as  to  the  desirability  of 
attempting  to  manufacture  in  the  United  States  many  thousands  of 
articles  to  compete  on  strictly  price  basis  with  products  of  certain 
European  makers,  while  the  very  possibility  of  much  manufacture 
of  this  description  in  this  country  is  more  than  doubtful.  The  Euro- 
pean War  has  brought  down  upon  us  a  deluge  of  inquiries  for  many 
such  goods.  A  goodly  proportion  of  these  apparent  "opportunities" 
may  be  relegated  to  the  waste  paper  basket  with  scant  if  any  serious 
consideration.  We  may,  without  jealousy  or  envy,  grant  to  other 
nations  a  continued  monopoly  of  some  of  their  products,  and,  it  is  safe 
to  add,  without  loss  to  ourselves. 
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The  exceptions  are  those  articles  which  we  can  or  do  make  with 
profit  to  ourselves,  to  serve  the  same  purposes,  whether  or  not  they 
are  of  similar  quality,  price,  or  even  design.  Hard,  patient,  enthusias- 
tic educational  work  may  be  required  to  introduce  some  of  these  goods. 
That  it  is  possible  to  do  so  the  whole  technical  history  of  the  swift 
advance  of  the  United  States  as  an  exporter  of  manufactured  goods 
goes  to  prove. 

It  is  certain  that  a  good  deal  too  much  stress  has  been  laid  on  the 
necessity  for  American  manufacturers  to  cater  to  the  local  require- 
ments of  foreign  markets.  So  far  as  it  is  practical  for  us  to  do  so,  given 
the  existing  organixation  of  our  factories,  or  through  slight  and  not 
too  expensive  changes  in  methods  and  processes,  the  adaptation  to 
local  preferences  or  prejudices  which  has  so  often  been  urged  may  be 
desirable  in  many  cases, — for  example  and  notably  in  the  develoimient 
of  business  in  textiles,  chiefly  cotton  piece-goods.  However,  in  prin- 
ciple, we,  like  every  country,  may  most  profitably  devote  our  energies 
to  selling  in  foreign  markets  those  goods  which  we  manufacture  to  the 
best  advantage  or  those  specialities  in  which  we  excel.  Profit  and  per- 
manency in  export  markets  will  be  most  sure  if  based  on  that  policy. 

It  seems  probable  that  entirely  too  much  emphasis  has  also  been 
placed  on  the  influence  upon  conunerce  of  ocean  freight  rates.  With- 
out denying  the  fact  that  rates  are  sometimes  vital  and  frequently 
effective  influences  on  trade,  yet  the  conmiodities  included  in  such 
classes  are  limited  in  number  (contrast  relation  of  freight  charges  to 
cost  in  cement  and  shoes)  and  the  effect  of  freight  rates  may  more 
often  than  not  be  offset  by  other  influences.  As  applying  to  the  great 
bulk  of  manufactured  goods,  that  class  of  exports  in  which  the  United 
States  are  chiefly  interested,  ocean  freight  rates,  higher  or  lower 
by  small  margins  in  a  competitive  way,  seldom  if  ever  finally  deter- 
mine sources  from  which  supplies  will  be  purchased. 

Coordination  of  rail  and  water  routes,  the  "planning,  equipment 
and  administration**  pf  seaboard  terminals,  are  again  developments 
largely  dependent  upon  the  live,  active,  intelligent  interests  and  real 
personal  work  of  American  business  men.  They  will  have  to  wake 
up  to  the  fact  that  something  more,  a  great  deal  more,  is  needed  than 
applauding  approval  of  occasional  speeches  at  lunches  and  banquets. 
Active,  personal  work  is  essential,  and  that  not  merely  on  the  seaboard. 
It  is  far  more  necessary  and  will  be  the  more  effective  in  the  interior  of 
the  country,  very  especially  in  the  more  distant  interior. 

These  comments  end,  therefore,  very  much  as  they  began.  Effective 
merchandising  methods  are  the  prime  essential  in  the  development  of 
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our  export  trade.     That  trade  after  the  war  will  be  precbely  what 
American  merchants  and  manufacturers  make  it. 

Ralph  H.  Hess:  I  am  in  substantial  agreement  with  Professor 
Johnson  upon  the  general  principles  of  foreign  trade  policy^  but  I 
wish  to  emphasize  the  importance  of  certain  nationalistic  aspects  of 
impending  industrial  and  trade  conditions. 

It  must  be  granted^  I  think^  that  a  rapid  extension  of  foreign  trade 
relations  and  facilities  and  a  successful  reconstruction  of  the  foreign 
trade  policy  of  the  United  States  along  permanently  aggressive  lines 
has  never  been  so  favorably  possible  as  now.  It  is  even  difficult  to  con- 
ceive of  a  future  combination  of  circumstances  so  fortunate  for  the 
acquisition  of  international  commercial  prestige  by  the  United  States 
as  that  of  the  present. 

We  retain  the  superior  richness  and  diversity  of  natural  resources 
which  have  been  the  source  of  the  spontaneous  and  irrepressible  for- 
eign trade  which  we  have  enjoyed  to  our  great  profit  We  have  a  great 
foreign  trade  despite  the  lack  of  a  scientifically  coordinated  system  of 
marketings  transportation^  and  credit^  and  in  spite  of  a  persistent 
obstructionist  foreign  policy.  In  our  economic  evolution  we  seem  defin- 
itely to  have  surmounted  the  period  of  dependent  industrial  develop- 
ment and  to  have  attained  an  efficient  maturity  of  industrial  organiza- 
tion and  financial  independence.  We  now  possess  superior  advantages 
over  trade  rivals  in  at  least  two  fundamental  factors  of  industry  and 
trade^  i.e.^  natural  resources  and  capital.  In  matters  of  business  acumen 
and  industrial  organisation  we  have>  in  recent  years^  acknowledged  none 
superior  except  the  mechanism  of  international  intercourse  gradually 
built  up  by  European  nations  while  we  were  occupied  with  the  develop- 
ment of  a  complex  and  lucrative  domestic  business.  This  mechanism 
has  been  rendered  impotent  by  the  advent  of  war  in  Europe^  and  the 
industrial  powers  of  Europe  which  fed  the  machinery  of  commerce 
and  the  agencies  of  control  which  resided  in  London  and  Berlin  are 
temporarily  paralyzed  and  permanently  impaired.  The  question  at 
issue  is  not  the  control  of  European  commerce^  but  the  feasibility  of  an 
American  substitute  for  the  European  trade  and  developmental  machin- 
ery formerly  in  the  service  of  the  western  hemisphere.  It  must  be 
confessed  that  the  project  smacks  strongly  of  commercial  conquest 
While  it  proposes  self-help  in  marketing  our  own  products,  it  implies 
the  acquisition  and  holding  of  South  American  trade  perforce  relin- 
quished by  European  carriers,  merchants,  and  bankers.  It  obliges 
occupation  and  capitalistic  development  of  industrial  resources,  par- 
ticularly in  South  America,  preempted  by  foreign  promoters. 
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Despite  the  fact  that  commercial  Europe  has  temporarily  abandoned 
to  us  attractive  trading  privileges  and  industrial  opportunities  and  has 
handed  to  us  a  considerable  part  of  her  permanent  trade  munitions  in 
exchange  for  volatile  war  munitions^  to  retain  and  develop  these  oppor- 
tunities will  involve  long  continued  conmiercial  and  industrial  competi^ 
tion  and  probably  a  considerable  pecuniary  sacrifice  for  an  indefinite 
time. 

Among  the  factors  which  I  have  indicated  as  favorable  to  an  aggres- 
sive American  industrial  and  trading  policy^  cheap  labor  does  not  ap- 
pear. Although  opinions  differ  as  to  the  wage  value  of  European  labor 
after  the  war^  there  is  no  hope  that  an  equivalent  of  the  customary 
American  wage  will  be  approached.  Low  wage  bills  will  go  far  to- 
ward compensating  Europe  in  industrial  and  conmiercial  competition 
against  our  superiority  in  capital  and  natural  resources. 

In  the  last  analysis^  we  face  the  very  speculative  problem  of  rela- 
tive costs  and  benefits  resulting  from  industrial  expansion  at  home 
for  the  supplying  of  foreign  markets^  industrial  promotion  abroad^ 
extension  of  funding  institutions  to  foreign  investment  and  discount 
markets^  and  the  acquisition  and  operation  of  a  merchant  marine  com- 
mensurate with  the  needs  of  our  ocean  trade.  I  fear  that  I  am  not 
competent  to  prepare  a  prospectus  of  foreign  trading  possibilities 
which  would  enlist  the  venture  of  a  sufficient  private  capital  and 
initiative  to  carry  forward  such  a  project  But  I  think  the  probable 
benefits  which  would  flow  from  such  a  venture  are  not  confined  to 
those  of  pecuniary  appeal  to  private  capital  and  individual  initiative 
and;  consequently^  are  not  clearly  and  widely  understood  by  a  com- 
mercialized public  mind.  The  benefits  of  foreign  intercourse  may 
accrue  to  individuals  directly^  or  they  may  accrue  to  the  nation  as  a 
whole  and  to  individuals  only  indirectly  and  in  intangible  form.  The 
inference  is  that  the  project  may  be  justified  on  the  basis  of  national 
economy  regardless  of  direct  pecuniary  benefits.  Political  economy 
and  political  science  occupy  common  ground  in  the  sphere  of  inter- 
national relations.  Good  international  politics  is  usually  good  na- 
tional economy.  But,  since  prudent  and  farsighted  national  economy 
may  disregard  private  and  transient  interests  in  the  formulation  of 
measures  to  promote  the  security  and  progress  of  the  national  society^ 
good  foreign  policy  may  not  be  in  harmony  with  private  business 
interests. 

Now,  commercial  nations  have  always  become  powerful  nations,  not 
by  accident,  but  because  commercial  resources  and  merchandising 
agencies  are,  in  a  secondary  way,  resources  and  agencies  of  military 
power  and  diplomatic  influence.     Merchant  vessels,  international  in- 
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yestments,    and    commercial    interdependence    among    nations     are 
mighty  agencies  making  for  both  prosperous  peace  and  successful  war. 

Provincial  nations  are  weak  nations.  The  greater  are  their  re- 
sources and  the  sturdier  their  populations^  the  more  tempting  they 
have  been  to  the  conmiercial  and  military  aggressor.  Economically 
speaking,  the  United  States  is  provincial. 

Incidentally,  we  at  present  observe  the  rapid  dissolution  of  about 
the  only  source  of  European  good  will  which  we  have  ever  possessed. 
For  a  long  time  immense  foreign  investments  in  the  industries  of  this 
country  have  constituted  a  possible  basis  of  international  alliance.  But 
it 'is  calculated  that  over  half  of  the  American  securities  previously 
owned  abroad  have  been  liquidated  in  our  markets  within  the  last 
eighteen  months,  and  the  end  of  the  war  will  probably  find  us  without 
financial  interests,  friends,  or  favor  among  powerful  nations,  and  en- 
tirely dependent  upon  our  own  naval  and  diplomatic  power  to  safe- 
guard our  progress  and  to  protect  our  nationality  from  the  war-hun- 
gered peoples  of  Europe  and  our  ambitious  and  prolific  rivals  on  the 
Pacific. 

International  conmiercial  and  industrial  relations  may  well  be  justi- 
fied in  terms  of  national  power  and  security.  An  aggressive  foreign 
policy  is  an  essential  of  defensive  nationalism  for  the  United  States. 
Whether  it  pays  in  dollars  from  the  outset  is  a  secondary  question.  If 
a  merchant  marine,  foreign  credit  establishments,  and  effective  for- 
eign trading  agencies  do  not  promise  a  net  profit  from  the  beginning,  an 
adequacy  of  private  capital  cannot  be  expected  voluntarily  to  venture 
and  persist.  Government  aid,  in  the  beginning  at  least,  is  unavoidable. 
Such  aid  will,  of  course,  involve  a  social  cost, —  a  tax  upon  the  present 
in  behalf  of  security  for  the  future. 

To  me,  the  choice  between  government  aid  by  subvention  and  by 
government  ownership  of  agencies  of  doubtful  pecuniary  profitable- 
ness is  not  clear.  It  appears  quite  possible  that  equivalent  results 
might  be  attained  by  a  rational  administration  of  either  method.  In  the 
matter  of  a  merchant  fleet  time  is  a  significant  consideration,  and  govern- 
ment purchase  or  construction  affords  the  probable  advantage  of  speedy 
accomplishment.  Equitable  subsidies  are  not  easily  calculated  in  the 
absence  of  experience,  and  if  the  burden  of  the  unknown  risk  is  to  be 
publicly  assumed,  as  it  should  be,  initial  government  ownership,  sub- 
ject to  conversion  after  the  experimental  period  is  past,  seems  reason- 
able and  expedient 

R.  R.  Bowker:  When  List  developed  his  system  of  "National 
Economies"  and  raised  the  cry  "from  Berlin  to  Bagdad/'  to  which  Herr 
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Ballin  has  referred  in  his  recent  article  in  the  Fossisehe  Zeitung,  and 
when  Cobden  preached  economic  "peace  on  earthy  good  will  to  men/' 
they  joined  a  great  issue  which  the  present  war  is  fighting  out.  There 
are  those  of  us  who  still  hope  that  the  final  result  may  be  the  full  recog- 
nition of  international  interdependence^  but  it  is  not  improbable  that 
the  first  effect  may  be  emphasis  on  national  self-sufficiency.  In  this 
case  and  perhaps  in  any  event — for  the  purchasing  power  of  all  the 
warring  nations  will  be  lowered — ^the  expectations  of  continuing  en- 
largement of  our  export  trade  are  likely  to  be  disappointed.  Respect- 
ing South  American  trade  I  happen  to  have  some  knowledge^  for  I 
well  remember  our  increasing  trade  with  those  countries  when  I  was 
a  boy^  as  one  uncle  was  a  New  York  merchant  with  a  branch  house  in 
Buenos  Aires^  and  another  was  the  commander  of  one  of  the  river 
steamers,  even  then  magnificent,  in  what  was  called  the  River  Plate 
trade,  and  I  have  in  later  years  traveled  about  South  America.  That 
trade  was  pretty  nearly  destroyed,  partly  by  reason  of  the  protective 
system  and  the  war  tariff  increasing  the  cost  of  our  products  and 
repelling  imports.  But  high  costs,  whether  due  to  our  tariffs  or  other 
causes  or  transportation  limitations,  however  difficult  at  the  moment, 
are  not  the  sole  or  perhaps  the  chief  obstacles  in  our  South  American 
trade.  While  in  Rio  a  few  years  ago,  I  was  told  that  only  one  mer- 
chant ship  flying  the  American  flag  had  been  seen  in  that  harbor 
within  the  year;  nevertheless  there  were  and  are  several  good  lines 
between  the  two  Americas,  and  government-owned  ships  would  not  ma- 
terially affect  cargoes.  One  of  the  difficulties  of  our  commerce  is  over- 
restrictive  legislation,  such  as  the  Sherman  Anti-Trust  law  in  its 
extreme  applications  involves.  So  high  an  authority  as  Professor 
Chandler  points  out  that  German  manufacturers  of  drugs  and  dyes  are 
able  to  arrange  amongst  themselves  that  where  there  is  insufficient 
demand  for  any  one  chemical  to  justify  competition,  one  manufacturer 
shall  produce  this  particular  article  while  others  refrain  from  attempt- 
ing it, — ^which  our  anti-trust  legislation  makes  impossible  here.  But 
in  one  element  of  South  American  trade,  the  cost  of  interest,  we  shall 
be  at  less  disadvantage  after  the  war.  At  one  street  comer  of  Buenos 
Aires  a  greater  supply  of  capital  is  represented  than  at  almost  any  other 
place  in  the  world,  except  the  financial  centers  of  New  York  and  Lon- 
don, and  English  and  German  merchants  have  found  it  possible  to  do 
business  in  South  America  at  three  per  cent  interest,  giving  a  year  or 
more  credit.  This  we  had  been  unable  to  meet,  but  with  the  rise  of 
interest  in  Europe  we  shall  be  more  nearly  on  a  par,  and  this  should 
help  to  increase  trade  between  this  country  and  all  Latin-American 
countries. 
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The  War  for  American  Independence  was  one  of  a  long  line  of 
Anglo-Saxon  protests  against  irresponsible  government.  It  was 
for  the  purpose  of  making  our  government  responsible  that  our 
fathers  set  up  a  republic.  This  was  a  form  of  government  which 
provided  for  frequent  elections  of  officers  for  fixed  terms.  Belief 
in  the  efficacy  of  the  principle  of  frequent  elections  for  fixed  terms 
is  expressed«in  the  constitutional  provision  that  ^Hhe  United  States 
shall  guarantee  to  every  state  in  the  Union  a  republican  form  of 
government."  Belief  in  its  efficacy  caused  Washington  to  decline 
a  third  term  €U3  chief  executive.  Not  only  have  the  American  peo- 
ple accepted  the  conclusion  that  this  method  of  control  is  well 
suited  to  the  ends  of  a  great  democracy,  but  they  have  relied  on 
this  principle  €U3  a  cure  for  all  political  ills. 

FttUure  of  Our  Methods  of  Popular  Control 

For  126  years  we  have  labored  with  this  principle  of  popular 
control  to  make  it  effective.  We  have  broadened  the  electorate; 
we  have  shortened  official  terms ;  we  have  increased  the  number  of 
officers  to  be  periodically  chosen  by  the  people ;  we  have  prohibited 
reelection  of  executives  after  the  end  of  a  fixed  term ;  we  have  pro- 
tected the  ballot  from  corrupt  practices ;  we  have  worshipped  the 
fetish  of  "frequent  elections  for  fixed  terms"  in  various  forms,  only 
to  find  that  we  still  have  irresponsible  government,  so  insidious  and 
abhorrent  to  democratic  ideals  that  practices  under  our  republi- 
can regime  have  fairly  earned  for  themselves  the  opprobrious  name 
of  "invisible  government." 

Examples  of  the  Successful  Application  of  the  Electoral  Principle 

The  fact  that  all  our  experiments  with  the  electoral  principle 
have  been  failures,  however,  should  not  discourage  us.  While  we 
have  clung  to  this  one  use,  this  one  idea,  with  a  blind  faith  that  is 
quite  un-American,  others  under  less  favorable  circumstances  have 
cast  about  and  found  methods  for  making  electoral  control  over 
both  the  personnel  and  policies  of  government  a  marked  success. 
Not  one  but  many  democracies  have  found  the  means  of  impressing 
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the  will  of  a  majority  on  their  political  agents,  for  making  their 
governments  both  responsive  and  responsible.  The  easiest  way  to 
get  a  knowledge  of  the  practical  workings  of  methods  of  ccmtrol 
that  have  been  found  effective  is  to  go  where  they  are  used — to 
study  them  where  for  a  period  of  years  they  have  been  in  successful 
operation.  This  place  may  be  Berne,  the  capital  of  Switzerland ; 
it  may  be  London,  Paris,  Rome,  Athens ;  it  may  be  South  Africa 
or  Australasia.  Or,  wishing  not  to  go  so  far  afield,  we  may  simply 
cross  our  northern  boundary;  here,  at  our  very  door,  in  the 
provinces,  and  at  Ottawa  in  the  dominion  government  of  Canada, 
may  be  found  in  successful  operation  the  things  that  we  seek. 
Here  we  may  find  visible  government,  and,  as  a  result,  responsive 
and  responsible  government,  working  under  social  and  economic 
conditions  quite  similar  to  our  own. 

Canadian  Experience 

Let  us  go  to  Toronto,  the  capital  of  the  province  of  Ontario. 
This  province  is  the  New  York  State  of  Canada.  It  is  by  far  the 
most  populous  and  wealthy  of  our  northern  neighbors.  The  coun- 
try and  the  people  are  very  like  those  on  this  side  of  the  line  in 
Ohio,  Pennsylvania,  New  York,  or  New  England.  Let  us  go  to 
Ontario  when  the  government  is  holding  its  annual  meeting,  when 
representatives  come  together  to  find  out  what  those  entrusted 
with  carrying  on  the  business  of  the  people  have  been  doing,  and 
to  pass  on  their  plans  for  another  year. 

The  People  in  Session  hy  Representatives 

What  would  be  heard  and  seen  at  one  of  these  annual  meetings 
of  the  Ontario  government  may  best  be  told  by  following  through 
a  typical  session  like  that  of  1914.  The  Legislative  Assembly  of 
Ontario,  as  it  is  called,  met  February  18.  After  they  had  found 
out  who  were  entitled  to  seats  and  the  new  members  had  been  sworn 
in,  the  session  was  formally  opened  by  a  representative  of  the 
crown.  This  takes  the  place  of  the  speech  of  the  governor  in  our 
states.  Then  followed  the  organization  of  the  committees  and  cer- 
tain other  formal  things,  so  that  it  was  not  until  February  26  that 
they  were  ready  to  take  up  the  real  business  for  which  they  had 
come  together.  The  minutes  of  this  day's  session  contain  the  fol- 
lowing entry : 

"On  motion  by  Mr.  Lucas,  seconded  by  Mr.  Hearst,  Resolved^ 
That  the  house  tomorrow  resolve  itself  into  the  committee  of  sup- 
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ply,  and  Resolved,  That  the  house  tomorrow  resolve  itself  into 
the  committee  of  ways  and  means." 

Visible  Government 

This  simple  entry  is  full  of  meaning.  It  means  that  in  Ontario, 
in  each  of  the  provinces  of  Canada,  in  the  dominion  government, 
in  all  other  countries  where  similar  methods  are  used,  there  is  no 
such  thing  as  "invisible  government" ;  that  their  method  of  holding 
officers  to  accoimt  is  to  call  them  before  the  bar  of  the  house  at 
public  session.  The  motion  quoted  is  the  notice  given  by  the  chief 
executive  to  the  representatives  of  the  people:  (1)  that  he  is 
ready  to  report  to  them  on  what  has  been  done  and  what  has  been 
spent  during  the  last  year,  together  with  his  views  on  what  work 
and  expenditures  should  be  imdertaken  for  the  next  year,  and  (2) 
that  he  is  ready  to  report  to  them  how  past  expenditures  have 
been  financed  and  how  it  is  proposed  to  finance  the  new  appropria- 
tions asked  for.  This  motion  means  that  the  resolutions,  if  passed, 
thereupon  become  the  "order"  of  each  following  day;  and  that 
when  the  main  business  of  the  Assembly  comes  up.  It  will  come 
before  the  whole  house  sitting  informally  as  a  committee,  so  that 
every  member  may  be  privileged  to  ask  all  the  questions  of  respon- 
sible officers  of  the  government  that  he  may  care  to.  At  each  ses- 
sion when  it  comes  to  the  "order  of  the  day"  the  house  may  resolve 
itself  into  a  committee  of  the  whole  If  It  cares  to  take  up  this  busi- 
ness. When  in  informal  session  to  Consider  expenditures  it  calls  it- 
self a  "committee  of  supply" ;  when  In  session  to  consider  revenues 
and  borrowings  it  calls  Itself  a  "committee  of  ways  and  means." 
These  are  simply  names  given  to  indicate  what  subject  is  to  be 
discussed  at  the  meeting. 

The  Executive  at  tJie  Bar  of  Public  Opinion 

But  the  significant  thing  is  that  the  chief  executive  by  making 
the  motion  Indicates  that  he  Is  ready  to  report,  and  after  this  notice 
has  been  given  it  is  in  order  for  the  house  to  call  officers  to  the  bar 
in  committee  of  the  whole  house  as  often  as  It  may  wish  till  the  busi- 
ness Is  disposed  of. 

Open-handed  Fair  Dealing 

There  is  another  practice  not  to  be  lost  sight  of.  After  the 
executive  has  signified  that  he  is  ready  to  report,  opportunity  is 
given  at  each  session,  before  the  "order  of  the  day"  is  reached,  for 
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members  to  ask  **qiiestions''  of  heads  of  departments,  to  be  "oii- 
swered^^  on  the  floor;  also  in  case  an  officer  is  not  prepared  to 
answer  at  once,  opportunity  is  giyen  to  members  to  obtain  "or- 
ders" that  the  officer  shall  make  "returns**  on  a  future  day  to  the 
questions  that  arc  deferred.  On  February  27,  the  day  following 
the  proposed  resolutions,  "questions  and  answers"  and  "motions  to 
make  returns"  began.  The  whole  theory  of  parliamentary  prac- 
tice there  is  that  every  representative  of  the  people  must  be  given  a 
chance  to  get  all  the  information  he  desires,  so  that  in  case  there 
is  any  reason  for  criticising  the  government,  this  may  be  done 
openly  and  publicly.  But  tiiere  is  another  principle  of  quite  as 
great  importance  to  the  country,  namely,  that  an  officer  shall  not 
be  attacked  in  the  legislature  without  being  given  an  opportunity 
to  explain  and  defend  his  action.  The  criticism  must  be  made  when 
the  officer  criticised  is  present.  Such  a  procedure  is  of  advantage 
both  to  the  people,  for  the  information  of  the  electorate,  and  to  the 
officer ;  it  brings  to  the  surface  all  those  undercurrents  of  gossip, 
those  disturbing  rumors  which,  without  such  procedure,  may  carry 
the  best  of  administrations  on  the  rocks.  It  does  away  with  ill- 
deflned,  underhanded  methods  of  attacking  officers  who,  while  de- 
voting themselves  to  the  public  service,  are  being  assailed  by  canny 
persons  seeking  public  office.  It  means  open-handed  fair  play  for 
the  servants  of  the  people  and  open-handed  fair  dealing  with  the 
public,  as  well.  It  means  that  members  of  the  legislature  are  to 
be  called  to  account  as  well  as  executive  officers.  How  this  method 
works  out  appears  later. 

The  Budget  and  th^  Budget  Speech 

On  March  2,  Mr.  Lucas,  the  treasurer  of  the  province,  gave 
notice  that  the  next  day  he  would  make  his  financial  statement. 
This  was  done  to  give  everyone  a  chance  to  be  there.  The  method  of 
getting  the  accounts  and  the  estimates  before  the  house  was  this : 
Just  before  the  "order  of  the  day"  was  reached  on  March  S,  the 
report  of  the  auditor — the  "public  accounts" — ^were  submitted 
,ind  referred  to  the  standing  committee  on  public  accounts.  This 
placed  in  the  hands  of  members  of  the  Assembly  a  printed  detailed 
analysis  of  expenditures  of  the  last  year.  Then  the  "order  of  the 
day"  for  the  house  to  resolve  itself  into  a  committee  of  supply  hav- 
ing been  read,  Mr.  Lucas  moved  "that  Mr.  Speaker  do  now  leave 
the  chair  and  that  the  house  resolve  itself  into  a  committee  of 
supply."*    At  the  same  time  Mr.  Lucas  had  placed  on  the  desk  of 

*  Proceedings  of  the  A$90mbly  of  ths  Proffimee  of  Ontario,  1914. 
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each  member  of  the  legislature  a  copy  of  his  estimates.  In  support 
of  his  motion  "that  Mr.  Speaker  do  now  leave  the  chair,"  the  pro- 
vincial treasurer  made  what  in  Ontario  is  popularly  known  aa  the 
"budget  speech."^ 

The  Import  of  the  Budget  Speech 

The  budget  speech  does  two  things:  it  explains  and  interprets 
what  has  been  done  and  what  is  proposed;  it  is  the  opening  gun-fire 
of  the  party  in  power  to  locate  the  batteries  of  the  Opposition. 
As  a  matter  of  parliamentary  practice  it  is  assumed  that  it  is  of 
great  advantage  in  a  democracy  to  have  publicity  given  not  only 
to  what  the  government  is  doing,  but  also  to  locate  any  smoldering; 
discontent  that  may  manifest  itself  in  a  camp  hostile  to  the  govern- 
ment. So  we  find  that  the  one  who  makes  the  budget  speech  steps 
out  on  a  public  platform  before  all  the  representatives  of  the  peo- 
ple and  the  representatives  of  the  press,  who  are  given  a  place  in 
the  assembly  hall;  and  while  explaining  what  has  been  done  and 
what  is  proposed,  he  throws  down  the  gauntlet  to  all  comers  or 
invites  attack  from  any  and  every  quarter.  And,  to  make  sure 
that  he  may  draw  the  fire  of  any  hidden  opposition,  he  begins 
by  attacking  those  who  have  shown  themselves  to  be  hostile  by  tak- 
ing seats  on  the  opposite  side  at  the  meeting. 

Methods  Used  to  Develop  the  ** Opposition**  to  the  Administration 
as  a  Whole 

To  make  this  quite  clear  let  us  follow  the  budget  speech  of 
Mr.  Lucas.  After  the  few  preliminary  references,  the  treasurer 
introduces  his  subject  by  saying:' 

'  It  is  to  be  noted  that  in  the  province  of  Ontario  the  budget  is  submitted  with 
the  estimates  for  appropriations,  wheVeas  in  England  the  expenditure  estimates 
are  submitted  at  the  beginning  of  the  session  (December  or  January)  and  it 
is  not  until  April  (after  the  expenditure  estimates  have  been  discussed  for 
weeks  in  the  committee  of  supply)  that  the  budget''  is  submitted  and  the 
budget  speech  delivered.  The  procedure  of  the  house  in  both  cases,  however,  is 
practically  the  same.  In  each  case  the  expenditure  estimates  are  thoroughly 
gone  over  and  votes  are  taken,  item  by  item,  on  them  under  the  *'order  of  the 
day^  that  the  house  resolve  itself  into  a  committee  of  supply.  It  is  not  till  the 
government  knows  what  expenditures  are  approved  by  a  majority  and  what  are 
disapproved  that  the  plan  of  financing  is  brought  in,  and  then  this  plan  as  the 
•*budget^  is  taken  up  under  the  "order  of  the  day"  that  the  house  resolve  itself 
into  a  conmiittee  of  ways  and  means. 

*Fiiutneidl  itatemsnt  of  ths  Hon,  7.  B.  Lucas,  treasurer  of  the  provines  of 
Ontario,  delivered  on  tho  third  of  March,  1914,  in  the  Legislative  Assomblf  of 
Ontario,  in  moving  the  houss  into  a  committee  of  supply,  p.  4. 
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Although  the  estimated  revenue  that  I  presented  to  the  house  last  year  was 
substantially  less  than  the  estimated  expenditure,  I  made  the  prediction  then 
that  the  actual  receipts  would  prove  better  than  the  estimates  that  I  was  sub- 
mitting. I  said  then  you  would  find  the  estimate  of  revenue  increased  and  the 
estimate  of  expenditure  decreased.  The  house  now,  with  the  schedule  of  Re- 
ceipts and  Expenditures  and  the  Public  Accounts  giving  all  details  before  them, 
will  be  glad  to  observe  that  in  neither  direction  have  we  been  disappointed.  .  .  . 

The  total  ordinary  receipts  for  the  province  for  the  year  dosed,  as  per  the 
schedule  in  your  hands  and  in  the  Public  Accounts,  are  $11,188309.09,  and  the 
total  ordinary  expenditure  $10,868,096.98,  leaving  a  net  surplus  of  ordinary 
revenue  over  ordinary  expenditure  for  the  year  of  $390,975.81,  and  a  balance  of 
$9,406,006.90  in  cash  to  our  credit  in  the  bank.     (Applause.) 

I  assume  that  honorable  gentlemen  opposite  who,  a  year  ago,  with  perfectly 
serious  faces  told  us  that  for  the  year  now  closed  the  ordinary  expoiditure 
would  exceed  the  ordinary  revenue  by  two  to  three  millions  of  dollars  wiU  be 
delighted  with  the  actual  result.  (Laughter.)  ....  During  recent  years  there 
seems  to  have  been  necessity  for  frequent  changes  in  the  personnel  of  financial 
critics  for  honorable  gentlemen  opposite.  (Laughter.)  A  new  man  is  tried 
out  each  year.  The  honorable  member  from  West  Northumberland  (Mr.  S. 
Clarke)  held  the  post  one  year  only,  but  he  found  it  was  no  joke  to  be  financial 
critic,  and  besides  It  soon  developed  that  he  had  a  past  political  history  that 
was  not  calculated  to  qualify  him  for  the  position  or  make  him  feel  comfortable 
in  it,  and  so  he  was  withdrawn.  My  honorable  friend  from  Middlesex  (Mr. 
Elliott)  was  then  tried  out.  He  got  away  to  a  good  start  by  prophesying  that 
there  would  be  a  deficit  of  $3,000,000.  The  actual  result  showed  a  small  sur- 
plus. So  bad  a  guess  as  that  put  him  out  of  the  running,  and  he  was  duly 
withdrawn.  So  they  go  down  the  line,  and  my  honorable  friend  from  North 
Bruce  (Mr.  C.  M.  Bowman),  being  the  next  in  the  row,  is  apparently  to  be  tried 
out  this  year.    But  he  also  has  a  political  history.  .  .  . 

Time  has  shown  that  all  the  gloomy  forebodings  of  these  various  critics  were 
not  warranted,  and  although  my  honorable  friend,  the  Leader  of  the  Opposi- 
tion, had  due  notice  that  the  financial  statement  would  be  made  this  afternoon, 
he  is  not  in  his  place,  either  to  criticise  or  hear  such  explanations  as  may 
seem  necessary  or  desirable  in  order  to  make  clear  the  financial  operations  of 
the  province  for  the  past  year.  I  ask  no  better  evidence  that  he  knows  the 
finances  of  this  province  are  all  right.  The  Public  Accounts  show  every  detail 
of  every  transaction.  But,  Mr.  Speaker,  I  should  have  liked  to  have  my  honor- 
able friend  here  this  afternoon  to  read  to  him  and  to  my  honorable  friend  from 
Middlesex,  the  critic  of  last  year,  the  gloomy  prophecies  then  made,  the  criti- 
cism then  offered,  and  compare  them  with  actual  results  as  we  now  have  them. 
I  am  sure  they  would  both  feel  inclined  to  apologise  to  Ontario.  The  best 
excuse,  I  fancy  the  only  excuse,  my  honorable  friends  opposite  can  give  for 
these  gloomy  prophecies — it  is  the  only  one  that  could  be  offered — ^is  that  things 
are  never  nearly  so  bad  as  they  seem — ^to  an  Opi)osition.     (Laughter.) 

The  very  evident  reason  for  these  remarks  was  to  arouse  the  Op- 
position. This  is  the  very  evident  reason  that  lies  back  of  nearly 
one  half  of  the  comments  made  by  the  provincial  treasurer  on  the 
schedules  presented  to  the  Assembly.  He  shells  the  positions  of  the 
Opposition  to  locate  their  batteries,  to  get  those  wha  had  taken 
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sides  against  the  goTemment  to  fire  off  all  the  ammunition  which 
they  have  accumulated  since  the  last  meeting  of  the  Assembly.  To 
this  end  much  was  made  of  published  statements  and  reported 
speeches  of  members  of  the  Opposition  to  their  constituents.  Spe- 
cial attention  was  given  to  those  members  who  had  an  interest  in 
newspapers  which  were  hostile  to  the  government.  The  main 
thread  of  the  speech,  however,  was  an  explanation  and  interpreta- 
tion of  a  carefully  prepared  summary  of  revenues  and  expendi- 
tures (actual  and  estimated)  and  of  a  balance  sheet  which  was  in 
the  hands  of  members  at  the  time  the  speech  was  made.  And  these 
in  turn  were  supported  in  very  great  detail  not  only  by  the  auditor's 
report,  but  also  by  the  reports  of  various  heads  of  departments 
who  had  been  getting  ready  for  the  session  for  months  before  the 
Assembly  met. 

Testing  the  Leadership  Before  Considering  the  Budget  in  Detail 

It  is  to  be  observed  that  the  motion  ^Hhat  Mr.  Speaker  do  now 
leave  the  chair''  was  not  put  to  a  vote  at  once.  Time  was  given 
the  Opposition  to  muster  their  forces — to  develop  their  plan  of 
attack  and  by  ^^question  and  answer"  and  "motion  and  order"  to 
get  from  the  government  all  the  statements  and  admissions  desired 
before  the  €U3sault.  Finally  on  the  10th,  one  week  later,  the 
leader  of  the  Opposition  led  the  assault.  It  was  moved  and  sec- 
onded by  the  Opposition  that  all  the  words  after  "that"  of 
the  original  motion,  which  had  been  made  by  the  provincial  treas- 
urer on  March  S,  be  stricken  out  and  the  following  be  substituted : 

This  house  disapproves  and  protests  against  (1)  the  presentation  to  the 
honse  by  the  Honorable,  the  Provincial  Treasurer,  of  his  financial  statement, 
which  does  not  fairly  set  forth  the  character  of  the  financial  transactions  of 
the  government;  (9)  the  extravagant  and  wasteful  expenditures  of  public 
money  by  the  government.  .  .  . 

To  have  carried  this  amendment  would  have  meant  that  a  majority 
of  the  representatives  of  the  people  had  lost  confidence  in  the  per- 
sonnel charged  with  the  management  of  public  affairs  and  that, 
therefore,  they  did  not  care  to  have  them  submit  their  plans  for 
the  next  year;  this  would  have  meant  also  that  executive  officers 
would  have  been  forced  either  to  resign  or  to  call  a  new  election 
on  the  theory  that  members  of  the  assembly  did  not  represent 
public  opinion. 

After  debate  on  this  motion  on  the  next  day  Mr.  Hearst  (for  the 
government)  moved  that  all  the  worcls  of  the  proposed  amendment 
be  cut  out  and  the  following  be  substituted  therefor : 
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This  bouse  congratulates  the  public  and  the  province  on  the  fact  tbat,  under 
tbe  administration  of  public  affairs  by  the  present  government,  no  such  system 
as  tbe  spoils  system  bas  any  place. 

He  then  proceeds  further  in  the  proposed  amendment  to  the 
ameidment  to  announce  the  policy  of  the  ^vemment  with  re- 
spect to  civil  service.  This  motion  carried,  ^en  the  motion  made 
by  Mr.  Lucas  on  March  8  that  the  speaker  do  now  leave  the  chair 
was  put  and  carried. 

Hearings  on  the  Estimates  Before  the  Whole  House 

All  this  was  to  clear  the  decks  for  action,  for  the  consideration 
of  the  details  of  the  estimates  which  were  not  taken  up  in  committee 
of  the  whole  house.  These  were  considered  in  detail,  each  section 
being  marked  off  on  the  margin  for  a  separate  vote.  The  purpose 
of  doing  so  is  to  enable  the  flovemmeit  to  have  them  taken  up  and 
discussed  in  committee  of  toe  whole  house,  in  an  orderly  manner, 
and  to  develop  any  opposition  there  may  be  to  any  item.  For 
example,  the  first  section  marked  off  for  separate  vote  is  the  de- 
tails of  estimates  for  the  ^^Lieutenant-General's  Office";  the  sec- 
ond section  is  the  details  of  estimates  for  the  ^^Department  of  Prime 
Minister  and  President  of  the  Council,"  etc.,  etc.  The  estimate 
which  actually  came  before  the  committee  of  the  whole  house  for  the 
"Department  of  the  Prime  Minister,  etc.,"  was  as  follows : 

I.     Civil  Government 


No. 

!    No. 

1 

1 
1 

Salaries  and  Expense 

of 

:    of 

;                              SERVICE 

'     18  Months 

1 

18  Months 

Vote 

1  Item 

1 

1 

i 
1 

i       Ending 
Oct.  81,  1915 

Ending 
Got.  81,  1910 

• 

•1 

,     DEPABTMENT  OF  THE  PBIMS  MINISTER 

AND  PRESIDENT  OF  THE  OOX7NOIL 

1 

1  Deputy  Minister  and  Prime  Minister'!  Sec'y 

$2,900.00 

$2,900.00 

2 

j  Clerk 

900.00 

3 

826.00 

826.00 

4 

tt 

726.00 

726.00 

6 

Messenger  for  Executive  Council  and  Care- 

1 

taker 

1,400.00 

1,400.00 

'       6 

Contingencies 

Offiee  of  the  Executive  CouncU 

8,000.00 

8,000.00 

7 

Clerk  of  the  Executive  Council 

Transferred 

2,900.00 

8 

Assistant  Clerk  of  Executive  Council 

trouk 

200.00 

9 

Chief  Clerk 

Attorney* 

1,600.00 

10 

Clerk 

General's 

900.00 

11 

Contingencies 

Department 

800.00 

$6,860.00 

$16,660.00 
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Developmg  the  **0ppo8ition*^  in  Detail 

From  this  it  will  be  seen  that  it  is  proposed  to  add  one  more  clerk 
to  the  "secretary's  oflBce";  and  to  add  by  way  of  transfer  four 
additional  clerks  to  the  office  of  "executive  council."  It  is  sub- 
mitted in  this  form  in  order  that  the  estimate  may  be  placed  be- 
fore the  house  item  by  item;  in  order  that  the  executive  whose 
estimate  is  being  discussed  may  be  there  in  person  to  explain  and 
answer  all  questions ;  in  order  that  the  government  may  have  re- 
corded an  informal  vote  in  conunittee  of  the  whole  house  which  wiU 
not  only  bring  out  the  Opposition  but  also  bring  out  the  case  of 
the  government  and  put  each  member  on  record.  This  is  done 
with  the  press  and  with  the  public  present.  This  is  publicity. 
This  is  visible  government.  This  is  also  responsible  government, 
for  every  member  of  the  cabinet  must  come  there  prepared  to  de- 
fend each  item  in  the  estimates.  No  matter  what  differences  of 
opinion  may  have  developed  in  the  cabinet  during  the  course  of 
preliminary  discussion  of  estimates;  no  matter  how  much  the 
initial  estimates  of  a  particular  department  or  of  a  particular 
member  of  the  cabinet  may  have  been  cut  by  the  cabinet  as  a 
whole ;  no  matter  what  differences  of  opinion  may  have  developed, 
before  the  estimates  were  submitted,  on  matters  of  policy,  after 
decision  has  been  reached  as  to  the  form  of  estimates,  each  member 
of  the  government  must  accept  this  decision  and  come  before  the 
Assembly  prepared  to  vote  as  one  man.  In  case  any  member  does 
not  accept  the  principle  of  solidarity  of  executive  responsibility, 
as  expressed  in  the  estimates,  he  must  resign  beforehand.  The 
cabinet  must  be  as  a  man  in  its  leadership,  and  that  man  the  prime 
minister,  through  whom  both  accoimtability  and  responsibility  are 
to  be  enforced. 

The  Conclusion  Reached 

Debates  were  continued  under  the  "order  of  the  day"  in  com- 
mittee of  supply  until  April  24,  when  a  resolution  was  passed  in 
form  as  follows: 

Resolved,  That  a  sum  not  exceeding  $ be  granted  ...  to  defray 

the  expenses  of for  the  year  ending . 

This  ended  the  deliberations  of  the  house  in  the  conmiittee  of 
supply.  Immediately  following  and  under  "order  of  the  day"  the 
house  resolved  itself  into  the  committee  of  ways  and  means  and 
passed  this  resolution : 
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Resolved,  That  there  be  granted  out  of  the  consolidated  revenue  fund  of  the 

province  a  sum  not  exceeding  $ to  meet  the  supply  to  that 

extent  granted.  .  .  . 

Passing  the  Act  of  Appropriation 

The  speaker  then  resumed  the  chair  and  Mr.  Ferguson  reported 
that  the  committee  had  come  to  a  resolution.  The  resolution  was 
ordered  received  forthwith  and,  continuing,  the  record  recites: 

The  following  bill  was  introduced  and  read  for  the  first  time  (Bill  No.  199) 
entitled:  An  act  for  Granting  .  .  .  Certain  Sums  of  Money  to  Defray  the  Ex- 
penses of  Civil  Government  for  the  Year  Ending  31  October,  1914  (deficiency), 
and  for  the  Year  Ending  31  October,  1915  (Regular  Appropriation),  and  for 
otlier  purposes  therein  mentioned.  Ordered  read  a  second  time  forthwitli.  Bill 
read  a  tliird  time  and  passed. 

Comparison  With  Our  Own  Involved  Practices 

This  brief  description  will  give  an  idea  of  the  simplicity,  the 
'directness,  the  publicity  with  which  the  main  business  that  came 
before  the  Assembly  of  the  province  of  Ontario  for  the  year  1914 
was  despatched.  It  is  also  generally  descriptive  of  the  procedure 
used  at  each  session  not  only  in  the  province  of  Ontario,  but  also 
in  every  other  province  of  Canada.  It  is  generally  descriptive  of 
the  simplicity  of  procedure  used  in  handling  the  business  of  the 
dominion  parliament  at  Ottawa.  It  is  characteristic  of  the  sim- 
plicity of  procedure  used  in  the  British  Parliament,  the  French 
Chamber  of  Deputies,  and  in  every  other  country  where  visible, 
responsible,  and  responsive  government  is  in  practical  operation. 
Compare  this  procedure  with  the  involved,  the  occult,  the  invisible 
methods  that  have  been  worked  out  in  our  federal  government 
and  at  each  of  our  state  capitals.  Compare  the  direct  dealings  of 
representatives  with  members  of  the  administration  under  the  one 
system  and  the  underhanded,  indirect,  log-rolling,  pork-barrel 
dealings  of  representatives  with  members  of  the  administration 
and  with  each  other  under  the  other.  Compare  the  results  in 
effectiveness  for  enforcing  accountability,  for  developing  leader- 
ship on  the  one  hand,  with  the  lack  of  accountability  and  lack  of 
leadership  on  the  other.  Can  there  be  any  doubt  as  to  which 
method  is  preferable? 

The  Utilization  of  the  Press  for  Purposes  of  Publicity 

In  the  province  of  Ontario  no  provision  is  made  for  having  long- 
winded  speeches  printed  and  circulated  by  members  among  their 
constituents.     Everything  is  as  open  and  direct,  as  straightfor- 
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ward  and  businesslike  as  a  meeting  of  a  board  of  directors  of  an 
ordinary  business  corporation.  What  is  said  is  held  to  the  point  of 
the  business  in  hand.  There  is  not  even  a  minute  kept  of  the 
speeches.  The  record  only  shows  the  action  taken  or  the  result 
achieved.  The  theory  of  this  practice  is  that  if  members  are 
given  leave  to  print  or  a  record  is  kept  of  the  speeches  of  those 
who  are  there  to  look  after  the  interests  of  the  commonwealth,  this 
vdll  put  a  premium  on  ^^oratory"  as  distinguished  from  ^^business"; 
that  a  large  part  of  the  time  of  the  Assembly  will  be  wasted  by 
*^ wind-jammers"  who  are  trying  to  make  a  record  to  send  back 
home  instead  of  giving  attention  to  the  affair  in  hand.  Amfde 
opportunity  is  given,  however,  for  publicity  by  having  the  business 
in  hand  publicly  discussed  with  the  representatives  of  the  press 
in  attendance. 

What  Makes  Front-Page  News 

A  matter  which  is  being  discussed  between  members  of  a  stand- 
ing committee  and  behind  closed  doors,  as  is  the  practice  in  our 
legislatures,  seldom  has  any  news  value;  if  any  opportunity  is 
given  for  public  attendance  the  discussion  is  largely  academic, 
and  academic  discussion  is  not  front-page  news.  In  these  com- 
mittee discussions  or  inquiries  no  one  assumes  responsibility  for 
a  definite  proposal  until  the  committee  reports,  and  then  it  is  the 
report  of  a  bipartisan,  star-chamber  proceeding.  The  bill  is 
presented,  not  as  an  administrative  measure,  but  as  the  proposal 
of  its  chairman  who  has  no  responsibility  for  administrative  re- 
sults. His  conmiittee  may  be  one  of  a  large  number  of  committees 
reporting  bills  for  appropriations  on  different  subjects.  They  are 
usually  reported  toward  the  last  end  of  the  session  with  a  volu- 
minous record  of  hearings  that  no  one  has  time  to  read.  A  large 
part  of  what  has  happened  in  the  committee  room  never  gets  into 
the  record.  Seldom  has  a  member  of  the  legislature  opportunity 
even  to  read  the  bill.  When  it  is  presented  it  comes  up  as  a  part  of 
a  program  of  the  party  in  power,  is  jammed  through  by  gag-rule, 
and  becomes  law  before  even  the  legislature  itself  knows  what  has 
happened.  Then  the  country  looks  to  the  executive  to  protect  it 
against  legislation  and  acts  of  appropriation  that  are  positively 
vicious. 

Contrast  of  the  American  a/nd  Foreign  Press 

Not  only  does  the  procedure  worked  out  in  our  federal  and  state 
governments  suffer  by  comparison,  but  so  also  do  our  various  news 
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agencies.  The  events  that  make  news  are  those  which  have  human 
interest.  There  are  two  things  that  always  make  news:  one  is  a 
fight ;  the  other  is  a  scandaL  A  dog  fight  on  the  street  may  make 
news  if  each  dog  has  a  responsible  t>acker.  The  events  of  a  cockpit 
make  news.  Unimportant  nobodies  become  news  when  they  go  into 
a  public  ring.  The  more  important  the  parties  contestant,  the 
more  important  the  news.  When  the  head  of  a  great  government 
takes  a  position  on  a  public  platform  before  the  chosei  representa*- 
tives  of  the  people  and  issues  a  challenge  to  one  and  all  to  come 
and  attack  him,  any  issue  joined  becomes  news  that  may  travel  on 
wires  around  the  world  and  the  next  day  foe  before  every  reader 
at  his  breakfast  table.  This  is  political  news  that  cannot  be  kept 
out  of  the  daily  press.  Given  a  parliamentary  procedure,  such  as 
has  been  described,  which  is  adapted  to  bring  out  everything  that 
is  scandalous  and  derogatory  to  persons  of  high  positions  and  to 
make  accusations  the  subject  of  ^^trial  by  battle,"  we  need  not  be 
at  a  loss  to  understand  why  it  is  that  ^sible"  government  devel- 
ops a  press  which  prints  politiciil  news. 

Budget-Making  and  Increased  Cost  of  Government 

Let  us  approach  the  subject  of  budget-making  as  a  cure  for 
^^invisible"  government  from  another  angle,  that  of  increasing  cost. 
Increasing  cost  is  the  necessary  accompanimoit  of  our  constantly 
increasing  public  service.  Expenditures  have  increased  in  coun- 
tries where  budgets  are  used  as  well  as  in  countries  where  budgets 
are  not  used;  but  a  budget  procedure  means  careful  executive 
planning  and  independent  legislative  review  and  criticism.  A 
budget  means  careful  executive  spending;  it  means  strict  account- 
ability ;  it  means  publicity ;  it  means  administrative  preparedness. 
The  budget  is  a  device  for  requiring  the  executive  to  assume  re- 
sponsibility for  leadership.  Lack  of  responsible  leadership  and 
lack  of  administrative  planning  means  waste  of  public  resources. 

Continuity  of  Policy 

Provision  for  open-handed  fair  dealing  and  publicity,  with  pro- 
vision for  the  prompt  retirement  of  officers  who  do  not  retain  the 
support  of  a  majority,  makes  for  continuity  of  policy  and  stability 
of  political  purpose.  Lack  of  open-handed  fair  dealing  and  lack 
of  publicity,  without  provision  for  prompt  retirement  of  officers 
who  do  not  retain  the  confidence  of  the  people  and  their  represent- 
atives, makes  for  lack  of  continuity  of  policy  and  instability  of 
political  purpose. 
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By  way  of  contrast,  let  us  again  return  to  the  province  of  On- 
tario. Although  provision  is  made  for  keeping  the  Opposition 
constantly  on  the  alert,  and  every  opportunity  is  given  for  wdl- 
informed  criticism,  the  fact  that  the  administration  is  placed  on 
trial  at  every  meeting  of  the  Assen^ly  and  may  be  retired  at  a 
moment's  notice  by  a  vote  of  lack  of  confidence  has  not  made  either 
for  lack  of  continuity  or  for  instability.  The  present  administra- 
tion has  been  in  office  eleven  years ;  the  administration  immediatdy 
preceding  this  one  was  retained  in  c^ce  more  than  thirty  years. 

Lack  of  Confidence  Here  Goes  to  Our  Institutions 

Compare  this  with  what  has  happened  in  New  York  State  or 
Pennsylvania  or  Ohio,  in  fact  in  all  of  the  American  cities  or  the 
national  government.  By  reason  of  the  lack  of  opportunity 
given  for  public  opinion  to  assert  itself,  it  has  become  the  habit  of 
mind  at  each  election  day  to  turn  out  the  administratioii,  simply 
as  a  means  of  registering  a  public  protest  against  our  system  of 
invisible  government.  Furthermore,  not  a  year  passes  but  that 
some  action  is  taken  in  one  state  or  another  to  limit  the  powers  of 
the  executive  on  the  one  hand  or  the  powers  of  the  legislature  on 
the  other.  Our  constitutions  are  largdy  made  up  of  statanents 
of  what  the  government  cannot  do  or  undertake.  Instead  of  being 
documents  of  power  with  provisions  made  for  enforcing  accounta- 
bility and  responsibility  for  its  use,  they  are  documents  of  limita- 
tions— of  inhibition  of  power.  They  are  built  on  lack  of  confi- 
dence on  the  part  of  the  people  in  our  whole  political  system. 

The  Question  of  Waste  of  Public  Resources 

While  increase  in  public  service  carries  with  it  increased  expend- 
itures, it  is  not  necessary  that  the  business  shall  be  transacted 
in  such  a  manner  that  public  resources  shall  be  wasted.  Without 
responsible  leadership  waste  is  inevitable.  During  the  whole 
period  of  our  national  existence  there  has  been  waste  and  extrava- 
gance in  the  management  of  public  affairs.  From  all  the  facts  on 
hand  it  is  apparent  that  the  percentage  of  waste  today  is  not  as 
high  as  it  was  fifty  years  ago,  but  it  is  very  much  larger  in  amount 
Reference  to  Senator  Aldrich's  sensational  declaration  that  if  he 
could  run  the  national  government  as  a  private  business  he  could 
save  $300,000,000  a  year  has  become  hackneyed.  This  is  to  be 
said,  however,  that  those  who  have  made  light  of  the  observatioD 
have  not  attempted  to  do  more  than  prove  that  it  is  excessive.  AD 
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admit  that  the  waste  of  national  resources  runs  into  many  millions, 
which  otherwise  might  be  used  to  promote  the  welfare  of  the  people. 
All  admit  that  these  millions  are  worse  than  wasted  because  they 
are  used  to  subvert  and  defeat  the  purposes  of  democracy. 

Waste  in  the  Federal  Government 

During  the  two  years  of  the  existence  of  President  Taft's  Econ- 
omy Commission  a  number  of  federal  services  were  gone  into.  In 
the  offices  at  Washington,  where  careful  detailed  studies  were  made, 
it  was  thought  by  the  commission  that  the  average  waste  was  not 
far  from  thirty  per  cent.  Only  a  small  part  of  this,  however,  could 
be  traced  to  what  might  be  called  ^^individual  inefficiency."  To 
stop  this  waste  and  make  it  available  for  increased  public  service 
would  require  a  thorough  overhauling,  which  must  begin  with  Con- 
gress and  go  through  the  personnel  of  administration  to  methods 
and  processes  of  business  that  have  been  handed  down  from  time 
immemorial. 

For  example,  the  adjutant  general's  office  of  the  War  Depart- 
ment was  run  at  an  annual  salary  of  $781,000.  It  was  thought 
that  by  changing  the  methods  in  use  the  work  might  be  done  much 
more  efficiently  at  an  annual  cost  of  $480,000.  The  c^ce  force 
was  found  to  be  widely  scattered  and  the  personnel  of  the  different 
anits  of  organization  so  located  that  their  work  could  not  be  done 
to  advantage.  As  an  illustration  of  defective  method  it  was  shown 
that  the  working  subdivisions  were  so  arranged  that  a  constant  in- 
terchange of  communication  between  these  subdivisions  through 
the  medium  of  an  elaborate  messenger  service  was  necessary. 

TJie  Results  of  Irresponsible  Government 

Again  as  illustrating  the  laborious  methods  used,  the  course 
taken  by  the  average  piece  of  correspondence,  due  to  bad  organi- 
zation and  obsolete  methods,  necessitated  forty  operations  in  the 
mail  and  record  division,  besides  thirty-nine  operations  in  those 
divisions  which  have  to  take  administrative  action  in  the  case,  a 
total  of  seventy-nine  operations  in  connection  with  the  handling  of 
the  average  piece  of  incoming  correspondence  from  the  time  it  is 
received  in  the  office  until  the  reply  is  prepared.  Substantially  all 
letters  received  in  the  office  were  briefed  on  the  back  of  the  first  fold 
and  the  purport  of  each  written  on  index  and  record  cards,  on  which 
work  of  briefing  nearly  sixty  clerks  were  engaged  all  of  the  time. 
In  respect  to  outgoing  correspondence  this  card  recording  was  car- 
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ried  to  a  much  greater  extent.  A  verbatim  card  record  of  every 
commimication  was  prepared,  at  an  expense  of  course  very  much 
greater  than  that  sustained  in  regard  to  incoming  correspondence. 
Under  this  practice  practically  all  letters  and  indorsements  were 
written  twice ;  the  first  copy  written  on  the  record  card,  frequently 
by  hand,  constituting  the  record  of  outgoing  correspondence,  and 
the  second  the  final  draft  of  the  letter  in  form  for  transmission  to 
the  addressee.  These  same  handicaps  to  efficient  and  economical 
administration  existed  in  each  of  the  divisions  and  subdivisions, 
a  consolidation  of  which  would  have  greatly  simplified  the  work. 
As  showing  a  wasteful  use  of  valuable  ofice  space,  it  was  found 
that  seventy-six  good  office  rooms  in  the  state,  war,  and  navy 
buildings  were  used  for  the  storing  of  old  and  infrequently-used 
records,  while  the  personnel  engaged  on  current  business  had  been 
forced  to  occupy  quarters  scattered  in  about  six  different  buildings 
in  different  parts  of  the  city. 

Disregard  for  the  Personnel  Who  Do  the  Work 

In  many  instances  the  working  force  was  rendered  inefficient  by 
badly  lighted,  badly  ventilated,  and  insanitary  quarters, — one 
building  being  so  imsafe  as  to  be  a  constant  menace  to  life,  having 
been  condemned  both  by  the  health  and  building  authorities  of  the 
District  of  Columbia.  The  following  description  of  one  of  the 
suites  of  rooms  used  is  taken  from  the  health  inspector's  report : 

This  is  used  as  a  file  room  and  eight  men  are  employed  in  it  In  the  toilet 
room  adjoining,  five  men  are  employed  on  printing  presses.  This  room  is 
provided  with  three  windows  and  one  door,  but  is  very  dark  and  contains  the 
following  fixtures:  three  water-closets,  automatically  flushed;  four  wash-bowls 
with  combined  trap,  and  one  slop  sink.  The  floor  around  the  closet  bowl  is 
covered  with  sheet  iron,  which  at  the  time  of  inspection  was  in  a  foul  con- 
dition. The  entire  floor  is  continuously  lighted  during  working  hours  by 
artificial  light 

Disregard  for  the  health  and  working  efficiency  of  employees 
under  our  system  of  irresponsible  government  is  also  shown  by  the 
results  of  analyses  of  seventeen  samples  of  water  collected  from 
^^coolers"  and  waste  cans  sent  to  the  bureau  of  chemistry.  From 
their  reports  it  was  foimd  that  in  eight  of  the  seventeen  tests 
bacilli  coli  were  found — ^in  other  words,  the  germs  that  find  their 
origin  in  the  human  intestinal  tract — and  that  in  some  instances 
it  was  more  safe  to  drink  out  of  the  waste  cans  than  it  was  to  take 
water  from  the  coolers. 

The  waste  and  inefficiency  discovered  were  seldom  attributable 
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to  any  particular  person.  They  were  the  results  of  an  inheritance 
of  bad  methods.  An  elaborate  system  of  records  and  office  prac- 
tices had  grown  up  under  conditions  of  civil  service  that  utterly 
broke  down  in  time  of  war ;  in  fact  it  could  be  operated  only  when 
the  War  Department  was  on  a  peace  fodting.  After  the  Spanish 
War  it  took  three  years  to  straighten  out  the  red  tape  that  had 
become  entangled  when  the  system  was  really  put  to  a  test. 

Waste  Due  to  Log  RoUing 

In  the  field,  that  is  away  from  Washington,  it  was  thought  by  the 
commission  that  the  waste  was  still  larger.  There  are  few  well- 
informed  persons  who  will  doubt  that  not  less  than  fifty  per  cent 
of  the  hundreds  of  millions  of  dollars  that  have  been  appropriated 
for  rivers  and  harbors  has  been  wasted.  Due  to  what  are  known  as 
log-rolling  and  pork-barrd  methods,  the  losses  from  bad  location 
and  lack  of  planning,  naval  expenditures  and  war  expenditures  have 
been  large.  Navy  yards  are  located  at  points  where  large  vessels 
cannot  enter,  army  posts  are  scattered  all  over  the  country  at 
points  which  make  them  of  little  use  for  purposes  either  of  training 
or  for  carrying  on  the  movements  of  the  army. 

Political  Influence  Under  Conditions  of  Irresponsible  Leadership 

In  191S  a  detailed  study  was  made  of  the  expenditures  at  the 
port  of  New  York,  under  Mr.  John  Purroy  Mitchell  as  collector, 
and  the  conclusion  was  reached  there  that  the  waste  was  thirty-five 
per  cent.  By  some  it  was  thought  that  this  condition  is  peculiar  to 
large  spending  units.  A  large  number  of  small  local  governmental 
agencies,  such  as  counties,  townships,  towns,  and  cities  have  been 
studied  by  the  Bureau  of  Municipal  Research  during  the  last  ten 
years.  In  many  of  the  smaller  governmental  units  a  still  larger 
percentage  of  waste  has  been  found  than  in  the  centers  of  large 
population.  In  a  few  instances  the  waste  has  amounted  to  nearly 
one  hundred  per  cent.  That  is,  the  public  got  practically  nothing 
out  of  its  contributions  to  support  the  government;  almost  the 
whole  amount  went  into  the  pockets  of  favorites  as  patronage  or 
was  aimlessly  frittered  away. 

For  the  first  time  we  are  beginning  to  find  the  limits  of  our 
economic  resources.  Until  the  present  time  our  resources  were  so 
abundant  that  the  rising  cost  of  public  enterprise,  of  unpardon- 
able waste  and  extravagance,  has  drawn  slight  attention  to  the 
need  for  economy  or  to  the  need  for  careful  planning.    When  our 
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limitations  were  felt  those  who  pointed  to  waste  and  urged  economy 
were  the  first  to  receive  attention.  But  as  the  business  of  govem- 
ment  was  studied  by  those  interested  in  economy  and  the  need  for 
increasing  expenditures  in  any  event,  even  after  economies  w^e 
introduced,  became  apparent,  then  thought  began  to  turn  to  man- 
agement, to  the  need  for  planning,  to  providing  a  menas  for  intel- 
ligent consideration  of  work  to  be  done,  of  organization  for  doing 
work,  of  methods  and  results,  to  an  essential  defect  in  the  old  order 
of  things, — the  lack  of  a  definite  program  of  work,  the  lack  of  a 
definite  forecast  both  of  estimated  expenditures  and  of  ways  and 
means  for  raising  funds  to  make  ends  meet. 

TAtf  Beginning  of  Consideration  of  Budget  Making 

This  attitude  of  mind  marked  the  beginning  of  an  era  of  propa- 
ganda for  a  budget  procedure  in  the  United  States.  It  began  with 
the  cities  where  the  demand  for  eccmomy  was  first  felt,  and  it  began 
with  a  scrutiny  of  estimates  for  expenditures.  In  fact,  many  cities 
now  call  their  estimates  of  expenditures  and  appropriations  their 
budgets.  So  in  discussing  expenditures  of  national  and  state 
governments  both  writers  and  officers  use  the  term  ^budget"  as 
designating  a  request  or  authority  to  spend.  When,  however,  the 
necessity  for  better  management  and  the  idea  of  planning  public 
business  began  to  take  hold,  with  it  came  a  demand  for  responsible 
leadership  and  for  the  means  of  enforcing  responsibility.  Then  for 
the  first  time  we  began  to  appreciate  the  significance  of  the  pro- 
cedure worked  out  in  England  and  continental  Europe,  which  gave 
to  representatives  of  the  people  the  ability  to  hold  executives  to 
account  by  requiring  them  each  year  to  submit  a  carefully  pre- 
pared financial  plan. 

Increasing  Expenditures  Make  an  Effective  Budget  Procedure  a 
Political  and  Economical  Necessity 

The  political  necessity  for  the  adoption  of  a  budget  procedure 
lies  in  the  fact  that  it  is  the  only  effective  means  which  has  ever  been 
devised  for  enforcing  accountability  and  responsibility  on  an  execu- 
tive who  has  sufficient  power  to  make  him  a  leader,  i.e.,  to  make  him 
effective  in  the  preparation  and  submission  of  plans  proposed  for 
odoption  and  to  enable  him  efficiently  and  economically  to  execute 
them  after  they  have  been  approved  and  financed.  The  economic 
necessity  for  the  adoption  of  a  budget  procedure  lies  in  the  fact 
that  demands  for  service  by  the  government  are  going  to  continue 
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to  increase  and  with  this  the  necessity  both  for  careful,  intelligent 
planning  by  the  management  and  a  strict  censorship  on  the  part 
of  those  who  pay  the  bills. 

And  the  public  is  beginning  to  take  a  new,  a  more  intelligent, 
view  of  who  pays  for  extravagance  and  waste.  Before  we  began  to 
feel  our  economic  limitations  it  was  thought  that  the  taxpayer 
was  the  one  who  suffered ;  we  were  deluded  ourselves  with  the  notion 
that  this  taxpayer  was  some  foreigner  who  was  glad  to  pay  the 
cost  of  running  our  government.  This  view  is  rapidly  disappear- 
ing, as  we  begin  to  look  the  facts  in  the  face.  Our  indirect  taxes 
no  longer  suffice;  when  we  begin  to  look  for  increased  revenues 
from  direct  taxation,  we  are  constantly  confronted  with  the  possi- 
bility of  killing  the  goose  that  lays  the  golden  egg.  There  is 
nothing  more  firmly  fixed  in  our  political  sense  than  the  notion 
that  industries  are  made  and  ruined  by  different  rates  of  taxation 
levied  on  one  or  another  in  a  competitive  market.  Depression  in 
industry  hits  not  alone  the  taxpayer,  but  the  laborer,  the  consumer, 
the  whole  community. 

From  the  theory,  therefore,  that  we  little  care  about  the  cost 
of  government,  we  have  come  to  measure  results  and  say  that  the 
government  must  be  held  to  strict  account  for  expenditures,  that 
every  dollar  squandered  or  wasted  means  that  some  one  who  can 
least  afford  it  is  being  deprived  of  a  community  service  to  which 
he  is  entitled,  that  the  poor  man  is  being  robbed  by  the  grafter  and 
the  incompetent  official  and  not  the  rich,  that  waste  in  government 
is  a  levy  on  the  poor. 

Essentials  of  An  Effectiae  Budget  System 

In  considering  the  essentials  of  a  budget  system  or  method  of 
finance,  it  is  at  all  times  to  be  remembered  that  it  has  been  devised 
and  used  as  a  means  of  effectively  exercising  popular  control  over 
the  executive.  But  it  is  also  to  be  held  in  mind  that  it  is  a  method 
adapted  to  the  effective  exercise  of  control  over  an  executive  who  is 
looked  to  as  a  leader,  and  a  leader  is  required  to  take  the  initiative  in 
planning  the  work  and  finances  of  the  government  as  well  as  in  the 
execution  of  plans.  A  budget  procedure  has  never  been  used  and 
is  not  adapted  to  use  in  a  government  in  which  leadership,  i.e., 
initiative,  is  taken  away  from  the  executive,  and  in  which  the  legis- 
lature is  both  the  proposing  and  the  disposing  agent,  relegating 
to  the  executive  the  negative  function  of  a  veto. 

Perhaps  this  paper  should  not  be  closed  without  a  categorical 
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statement  of  what  are  conceived  to  be  the  essentials  of  an  effective 
budget  system.    Briefly  they  are : 

1.  An  executive  who  is  responsible  to  the  people  for  leadership 
in  making,  submitting,  and  explaining  a  public  service  and  finance 
plan  or  program  for  the  government,  but  who  has  no  power  to 
execute  the  plan  until  it  is  approved  by  a  majority  of  a  representa- 
tive body. 

2.  A  body  of  representatives  who  are  responsible  to  the  people 
for  inquiring  into  what  has  been  done  with  funds  already  granted, 
and  critically  reviewing  plans  for  service  submitted  as  well  as 
methods  of  financing,  and  who  will  withhold  their  approval  to  an 
appropriation  or  revenue  measure  before  them  until  it  is  amended 
and  presented  in  such  form  as  to  gain  the  support  of  a  majority. 

8.  The  adoption  of  a  procedure  requiring  that  the  executive 
meet  with  the  representative  body  and  present  and  explain  his 
accounts*,  his  estimates,  and  his  proposals  to  them  early  in  the 
session  in  committee  of  the  whole,  so  that  every  opportunity  may  be 
given  for  an  intelligent  opposition  to  develop,  and  for  the  further 
purpose  of  enabling  the  administration  to  publicly  meet  the  oppo- 
sition before  any  one  is  required  to  assume  responsibility  for  final 
action. 

4.  Provisi6n  whereby  any  important  issue  may  be  settled  either 
between  the  executive  and  a  majority  of  the  representatives  of 
the  people,  or,  in  case  this  is  not  possible,  by  having  the  issue  re- 
ferred directly  to  the  people  at  an  election  to  determine  which  of 
the  partisans  to  the  controversy  will  be  retained  in  the  public 
service,  the  essential  purpose  of  such  action  being  to  make  the  gov- 
ernment responsive  to  the  will  of  a  majority,  and  to  put  the  admin- 
istration into  the  hands  of  persons  who  are  in  sympathy  wiih  the 
policy  adopted. 

What  Steps  are  Necessary  to  the  Adoption  of  an  Effective  Budget 
Procedure  in  this  Country 

The  question  is  asked,  What  steps  are  conceived  to  be  necessary 
to  the  adoption  of  an  effective  budget  procedure  in  our  federal  and 
state  governments  ?  In  theory,  it  may  be  conceived  that  all  these 
steps  may  be  taken  without  constitutional  amendment ;  that  is,  the 
legislature  might  require  the  executive  to  take  the  initiative  in  the 
preparation  and  submission  of  estimates  and  financial  proposals; 
the  legislature  might  provide  for  their  consideration  in  a  committee 
of  the  whole  bouse  or  joint  comTpittee  of  both  hoi^ses  where  twQ 
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liouses  exist;  the  legislature  might  withhold  its  consent  to  an  ap- 
propriation or  revenue  measure  till  it  is  amended  by  the  executiye 
in  a  manner  to  gain  the  support  of  a  majority ;  and  the  legislature 
might  provide  for  reference  to  the  people  in  case  of  a  deadlock. 

As  a  practical  matter,  however,  it  is  doubtful  if  any  of  these 
things,  except  possibly  the  first,  would  be  done. 

If  an  executive  might  assume  that  he  has  a  right  to  prepare  and 
submit  a  budget,  as  did  President  Taft  and  as  Grovemor  Whitman 
does  now,  the  legislatiu*e,  following  its  customary  practice,  would 
in  all  probability  refer  it  to  a  standing  committee  where  it  would 
be  lost  sight  of  forever,  or,  if  it  appeared  at  all,  it  would  come  to 
light  toward  the  end  of  a  session  so  far  disfigured  by  legislative 
patches  and  shears  that  it  could  not  be  recognized.  In  that  event, 
every  good  that  could  come  from  a  budget  would  be  lost.  The 
legislature  might  pass  a  law  requiring  the  executive  to  prepare  and 
submit  a  budget,  as  in  Ohio,  in  which  event  the  measure  would  be 
relieved  from  initial  hostility  such  as  was  expresed  in  Section  6 
of  the  federal  sundry  civil  appropriation  bill  of  August  S4,  1912, 
aimed  to  prevent  such  an  attempt  on  ilie  part  of  the  executive. 
But  the  result  would  be  little  better,  for  it  would  not  mark  out  a 
new  practice,  which  would  require  the  executive  to  take  the  part  of 
a  responsible  leader,  nor  would  it  take  the  steps  to  prevent  log- 
rolling among  members,  nor  would  it  provide  the  means  whereby 
the  executive  on  his  motion  or  the  legislature  by  joint  resolution 
might  refer  an  issue  to  the  people. 

Furthermore,  to  be  effective  as  a  measure  for  enforcing  re- 
sponsibility and  making  the  government  responsive,  it  must  reach 
to  the  people,  it  must  provide  the  means  whereby  the  executive  may 
know  what  the  opposition  is,  measure  it,  assume  responsibility  for 
leadership  so  that  he  will  stand  or  fall  on  the  action  taken,  and 
with  all  this  he  must  be  able  to  get  a  question  of  policy  before  the 
electorate  when  a  majority  of  the  representative  body  is  against 
him.  Correspondingly,  the  legislative  body  should  have  the  same 
right  of  appeal  to  the  electorate  In  case  of  what  they  consider  an 
arbitrary  veto  or  other  action  which  causes  a  majority  of  them  to 
lose  confidence  in  the  executive.  These  working  relations  can  be 
effectually  established  only  by  a  constitutional  amendment. 

Given,  however,  a  constitutional  amendment  requiring  ihe  ex- 
ecutive to  submit  a  budget,  and  the  legislature  to  meet  with  the 
executive  as  a  committee  of  the  whole  to  receive  and  consider  it; 
given  also  an  ecjual  right  on  the  part  of  the  executive  and  the  legis- 
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latare  to  call  a  new  election  at  which  any  irreconcilable  issue  may 
be  submitted,  a  majority  vote  thereby  deciding  both  who  shall  be 
the  executive  and  who  shall  represent  them  in  the  legislature,  all 
other  things  would  be  added  as  a  matter  of  current  working 
adjustment. 

Such  a  constitutional  amendment  might  be  initiated  by  the  legis- 
lative body.  But  in  all  probability  it  will  not  until  a  campaign  of 
education  has  been  carried  on  which  will  force  it  as  an  overwhehn- 
ing  demand  of  the  people. 

This  thought  may  be  left  in  closing,  namely,  that  until  some  such 
provision  for  making  the  ^'electorate"  and  the  ^'representative 
body"  effective  instruments  of  control  over  the  executive,  the 
people  will  not  sanction  an  increase  in  executive  power  sufficient  to 
make  him  a  responsible  leader.  They  would  prefer  to  continue  to 
suffer  from  the  results  of  inefficiency,  log-rolling,  pork  barrel  and 
all,  rather  than  tie  themselves  up  to  an  executive  for  a  fixed  term 
who  could  not  be  called  sharply  to  accoimt.  The  recent  experience 
in  New  York  may  be  pointed  to  as  confirming  this  view.  But  if 
this  be  thought  to  be  a  too  recent  or  too  narrow  experience,  it  is 
confirmed  by  a  thousand  years  of  Anglo-Saxon  experience. 


BUDGET  MAKING— DISCUSSION 

John  A.  Fairlib:  Dr.  Cleveland's  interesting  aecount  of  some  of 
the  external  formalities  of  budget  procedure  in  the  Ontario  parliament 
may  easily  give  a  misleading  impression  as  to  important  and  funda- 
mental facts  about  budget  methods  in  Canada  and  Great  Britain.  The 
Canadian  and  British  budget  systems  are  by  no  means  identical  with  the 
plan  proposed  for  this  country.  The  proposed  plan^  too^  while^  per- 
haps necessarily^  vague  and  indefinite  in  some  respects^  involves  much 
more  radical  and  revolutionary  changes  in  American  political  organisa- 
tion than  may  appear  on  the  surface. 

It  may  be  assumed  that  the  Ontario  procedure  is  referred  to  as  an 
example  of  an  executive  budget^  submitted  to  a  legislative  body^  sub- 
ject to  the  possibility  of  an  election  to  determine  a  conflict  between  the 
executive  and  legislative.  The  Ontario  budget  is  prepared  under  the 
direction  of  a  cabinet  of  ministers  holding  offices  comparable  in  some 
respects  to  executive  offices  in  this  country.  But  these  ministers  are 
also  members  of  the  legislative  body  and  the  political  leaders  of  the 
majority  in  the  legislature.  The  budget  is  thus^  in  fact^  prepared^  not 
by  a  strictly  executive  body^  but  by  the  cooperative  action  of  the  per- 
manent executive  officials  and  what  is  practically  a  committee  of  the 
most  influential  members  of  the  legislature.  This  situation  is  also 
true  in  the  other  Canadian  provinces^  in  the  Dominion  government^  in 
all  other  British  self-governing  colonies^  and  in  the  government  of  the 
United  Kingdom  itself. 

The  proposal  for  the  preparation  of  the  budget  by  the  executive 
without  the  active  cooperation  of  the  leading  members  of  the  legislature 
is  not  in  accordance  with  the  methods  of  British  government^  or  of 
any  parliamentary  or  cabinet  government.  It  is  more  nearly  analogous 
to  the  methods  employed  in  Germany^  where  the  executive  is  indepen- 
dent of  the  legislature^  and  the  legislature  has  relatively  little  influence 
in  the  government. 

Further^  the  possibility  of  a  dissolution  of  the  legislature  in  Ontario^ 
or  any  British  government^  on  the  regular  financial  budget  is  at  most 
a  traditional  convention^  which  has  had  no  vital  force  for  many  decades. 
Dr.  Cleveland  himself  noted  that  there  has  been  no  party  change  in 
the  government  of  Ontario  for  nearly  fifty  years.  So  that  the  chal- 
lenge of  the  provincial  treasurer  to  the  Opposition  was  mere  brutetn 
fvlmen, — "  a  play  to  the  galleries."  In  Great  Britain^  it  may  be  ques- 
tioned whether  a  dissolution  has  ever  taken  place  on  the  budget  alone. 
Indeed^  since  1 867^  a  dissolution  on  any  question  on  account  of  a  vote  in 
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the  House  of  Commons  adrerse  to  the  cabinet  has  become  «  rare  and 
unnsnal  phenomenon.  Just  because  the  cabinet  which  snbmita  the 
budget  is  composed  of  the  leaders  of  the  majority  party  it  can  rely  on 
the  sabstantial  acceptance  of  the  budget  by  its  own  political  supporters. 

In  the  recent  instance  vhen  s  parliamentary  election  was  held  be- 
cause the  House  of  Lords  had  declined  to  pass  the  budget  of  1909. 
the  issue  was  at  once  enlarged  beyond  the  question  of  the  passage  of 
that  budget  to  the  constitutional  question  whether  the  House  of  Lords 
should  continue  to  have  power  to  prevent  the  passage  of  the  budget. 
And  the  result  was  the  enactment  of  a  law  definitely  deprirlog  the 
House  of  Lords  of  any  such  power. 

It  may  safely  be  said  that  the  passage  of  a  comprehensive  finandal 
budget  cannot,  in  modem  governments,  be  ordinarily  subject  to  the 
possibility  of  defeat  or  serious  delay.  The  work  of  the  government 
must  be  continued :  and  no  budget  system  based  on  a  popular  election 
as  anything  more  than  an  extraordinary  measure  in  an  extreme  emer- 
gency is  likely  to  operate  successfully. 

If  the  plan  proposed  were  enacted  into  law  in  this  country,  it  vould 
suffer  the  disadvantage  of  trying  to  introduce  by  formal  statate  an 
erroneous  conception  of  a  system  that  has  developed  by  tradition  and 
custom.  But  if  the  proposal  is  to  be  seriously  considered  certain  prob- 
lems must  be  faced  and  definitely  answered. 

If  considered  with  reference  to  our  state  governments,  tbe  question 
must  be  decided  whether,  in  case  of  conflict  between  the  governor  and 
le^slatnre,  the  decision  is  to  be  made  by  the  dissolution  of  the  legis- 
lature, by  a  recall  of  the  governor,  or  by  a  direct  referendum  on 
alternative  budgets.  If  the  first  of  these  methods  is  u-ied.  the  result  is 
more  than  likely  to  confirm  the  action  of  the  legislature;  and  the  execu- 
tive budget  will  thereafter  be  ignored.  If  on  a  referendum  or  a  recall 
of  the  governor,  and  the  governor's  budget  is  approved,  the  legislature 
will  soon  be  reduced  to  an  agency  for  ratifying  the  governor's  propos- 
als,— as  has  been  the  result  in  cities  where  the  executive  budget  has 
been  introduced.  If  this  latter  change  in  the  American  system  of  gov- 
ernment is  intended,  it  should  be  clearly  understood  beforehand,  and 
not  be  brought  about  as  an  incidental  result  of  a  new  budget  system. 

In  the  national  government,  the  problem  is  more  complicated.  The 
Senate  may  refuse  to  pass  a  budget  submitted  by  the  President  and  •p- 
proved  by  the  House  of  Representatives.  Will  the  decision  then  be 
made  to  depend  on  a  dissolution  and  new  election  of  the  Senate,  or 
of  the  House  of  Representatives,  or  on  a  r«call  of  the  President  (de- 
cided by  electornl  voles)  or  on  a  direct  referendum  of  all  the  roters  In 
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'  the  United  States?  Wluchever  method  is  adopted  will  vitally  deter- 
mine what  is  to  be  the  domiuaDt  factor  in  the  American  national  gov- 
Frnoient.  It  means  in  anjr  case  radical  changes  in  the  relative  influ- 
i-nee  and  importance  of  the  President,  the  Senate,  and  the  House  of 
Representatives, — not  only  in  financial  matters,  but  indirectly  in  the 
whole  field  of  national  legislation.  Such  changes  should  have  a  good 
deal  of  discussion  from  other  points  of  view  than  that  of  the  budget 
before  the  project  is  actively  pressed. 

It  is  clear,  however,  that  the  constitutional  changes  needed  to  intro- 
duce the  proposed  plan,  at  least  in  the  national  govenuueat,  will  not  be 
adopted  for  a  considerable  period.  The  more  pressing  problem  would 
therefore  seem  to  be  what  improvements  in  budget  methods  can  be 
made  under  our  present  constitutional  system. 

In  the  first  place,  the  objections  to  the  plan  proposed  arc  not  meant 
to  indicate  opposition  to  increased  executive  participation  in  the  prepar- 
ation of  the  budget  The  chief  executive — or  even  better,  the  principal 
financial  officer — should  take  an  active  part  in  revising  estimates  and 
preparing  a  comprehensive  financial  plan  for  each  fiscal  period.  If 
possible  this  should  be  done  in  cooperation  with  the  leaders  of  financial 
policy  in  the  legislative  body.  There  is  s  precedent  for  this  in  the  early 
history  of  the  present  national  government,  when  Madison,  the  recog- 
nized leader  in  the  House  of  Representatives,  met  with  President 
Washington  and  the  chief  executive  officers.  It  does  not  appear  impos- 
sible that  any  president  on  his  own  initiative  could  revive  and  develop 
this  early  practice,  and  apply  it  to  the  formulation  of  a  financial  budget. 

Further,  there  should  be  important  changes  in  legislative  organisa- 
tion and  procedure.  There  should  be  one  central  committee  on  finance, 
preferably  one  joint  committee  for  both  houses.  Such  a  committee 
could  cooperate  with  the  executive  in  preparing  the  budget;  or  if  this 
is  not  at  once  possible,  it  should  consider  the  budget  submitted  by  the 
executive,  and  report  its  proposed  changes  to  the  legislature  in  time  to 
permit  open  discussion  before  final  action  is  taken. 

Further  changes  that  can  be  made  are  included  in  the  program  pro- 
posed hy  Dr.  Cleveland.  The  budget  should  be  presented  to  the  legisla- 
tive body  as  a  comprehensive  plan,  and  should  be  given  adequate  dis- 
cussion in  committee  of  the  whole.  The  chief  executive  officers  should 
be  allowed  and  expected  to  appear  before  the  committee  of  the  whole, 
and  take  part  in  the  discussion.  These  proceedings  would  receive  atten- 
tion In  the  press,  and  publicity  would  thus  be  given  to  the  alternative 
proposBla. 

Sneh  changes   can  be  introduced   by   action  of  the  executive  and 
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changes  in  the  roles  of  the  legislative  bodies^  without  involving  a 
cal  reconstruction  of  the  national  or  state  constitutions.  In  the  states^ 
there  is  further  need  for  a  reorganisation  of  the  administrative  authori- 
ties^ most  of  which  can  be  done  by  statute.  The  result  would  not  be 
the  British  or  Canadian  system^  nor  the  German  system;  but  an  adap- 
tion of  some  of  the  best  features  of  the  methods  of  other  countries  to  the. 
American  system  of  government.  It  would  tend  to  concentrate  respon- 
sibility^ without  completely  centralising  the  powers  of  government 
either  in  the  executive  or  the  legislature. 

S.  Gale  Lowris  :  To  the  Sixty-fourth  Congress^  which  has  just  con- 
vened^ there  have  been  presented  estimates  of  needed  funds  $170^000^- 
000  in  excess  of  the  appropriations  of  last  year.  The  demand  for  in- 
creased revenues  has  been  constant.  Whether  we  are  advocates  of  in- 
creased armament  and  a  more  adequate  system  of  defense^  or  wheUier 
we  believe  in  more  extensive  internal  improvements  and  a  broader  pro- 
gram of  social  legislation^  the  functions  of  our  governmental  services 
are^  nevertheless^  constantly  making  new  drains  on  our  public  ex- 
chequer. Opposition  to  the  imposition  of  taxes  to  meet  these  ever 
increasing  burdens  lies  largely  in  the  belief  that  the  government  is  not 
employing  the  economy  in  the  use  of  the  public  funds  or  the  efficiency 
in  the  conduct  of  the  public  business  which  the  country  has  a  right  to 
demand.  The  cost  of  our  national  government  reached  last  year  the 
enormous  sum  of  $1^115^000^000.  Certainly  it  is  only  reasonable  to 
require  those  charged  with  raising  and  disbursing  this  vast  sum  to 
employ  the  most  careful  planning^  so  that  in  the  use  of  these  funds 
the  various  services  of  the  state  may  be  assured  support  in  accordance 
with  their  respective  needs  and  that  revenues  may  be  available  to  meet 
the  requirements  of  this  program  without  imposing  unnecessary  finan- 
cial burdens  upon  the  people.  We  are  justified  in  demanding  what  we 
have  never  as  yet  received^  the  most  thoughtful  estimating  with  respect 
to  the  preparation  of  the  budget^  the  passage  of  the  revenue  and  appro- 
priation laws^  and  their  execution;  or^  in  other  words^  the  use  of 
scientific  budgetary  methods. 

The  formulation  of  the  budget  plan  involves  a  most  careful  survey  of 
the  needs  of  the  government  for  the  next  fiscal  year.  Those  who  pre- 
pare it  must  have  in  mind  a  program  of  what  the  administration  pro- 
poses to  do.  It  must  be  more  than  a  list  of  departmental  estimates — 
the  entire  purview  of  the  state's  activity  must  be  contemplated^  and  a 
plan  of  work  for  the  government  determined  upon.  This  is  the  first 
essential  in  any  adequate  budget  system^  but  it  has  never  been  followed 
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in  our  national  government  or  in  any  of  our  states.  It  is  now  the 
practice  in  the  preparation  of  both  national  and  state  appreciation 
bills  to  consult  administrative  departments  as  to  their  needs^  but  no 
plan  for  the  state  as  a  whole  is  prepared.  As  Professor  Ford  says^ 
the  officer  commissioned  to  submit  these  requests  may  be  likened  to  a 
funnel  through  which  departmental  requests  are  poured  upon  the 
legislative  body.^  But  these  requests  are  inadequate;  they  must  be 
correlated.  We  must  have  attention  focused  on  the  needs  of  the 
whole  government  as  a  unit^  and  in  framing  such  a  program  depart- 
mental estimates  may  need  adjustment. 

In  the  conduct  of  our  national  government  we  have  never  appreciated 
the  need  of  making  our  revenue  plans  fit  our  plans  for  expenditure^ 
but  we  have  oscillated  between  the  extremes  of  inflated  or  depleted 
treasuries.  The  degree  of  this  fluctuation  is  generally  a  fair  test  of 
the  foresight  with  which  the  budget  has  been  prepared.  In  England 
during  normal  times  the  variation  between  revenues  received  and  appro- 
priations authorised  has  usually  been  less  than  two  per  cent.  In  the 
history  of  government  no  satisfactory  budget  plan  has  been  evolved 
where  there  is  not  presented  periodically  to  the  appropriating  body  a 
complete  plan  which  cares  for  the  services  of  the  entire  state  and  which 
also  embodies  a  revenue  program  adequate  for  these  needs. 

But  the  chief  cause  of  extravagance  in  our  federal  system  of  appro- 
priations does  not  lie  in  the  lack  of  an  executive  budget^  costly  as 
this  may  be^  but  in  the  fact  that  the  consideration  Congress  gives 
the  appropriations  is  so  divided  among  committees  that  no  adequate 
conception  can  be  formed  of  the  needs  of  the  state  in  their  entirety.  In 
the  lower  house  alone^  not  only  are  revenue  measures  divorced  from  the 
consideration  given  appropriation  bills^  but  the  appropriations  them- 
selves are  divided  among  nine  separate  conunittees.  In  the  Senate 
a  similar  condition  prevails.  No  adequate  conception  of  the  fiscal 
program  can  be  secured  in  this  way.  Even  the  division  between  the 
houses  is  inimical  to  a  proper  appreciation  of  the  entire  fiscal  pro- 
gram. The  most  important  step  that  can  be  taken  to  secure  a  proper 
point  of  view  with  respect  to  financial  measures  is  the  formation  of  a 
single  joint  finance  committee  of  the  two  houses  of  Congress^  through 
which  committee  alone  revenue  and  appropriation  measures  will  be  ccm- 
sidered  and  a  proper  coordination  maintained.  This  plan  has  been 
adopted  in  a  number  of  our  states  and  the  results  have  been  salutary. 
Only  in  some  such  way  can  an  intelligent  approval  be  stamped  on  the 

*  H.  J.  Ford,  The  Co$t  of  Our  National  Oov$mm§%t,  p.  W. 
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administrative  program  for  expenditures  and  the  proposals  for  rais- 
ing revcnac. 

Scientific  budget  makiugj  tben,  means  scientific  planning:  the  prep- 
aration and  submission  hj  the  executive  of  a  program  for  the  con- 
duct of  the  whole  of  the  governmental  services,  including  an  estimate 
of  the  expense  involved  in  their  maintenance  and  a  proposal  for 
revenues  to  meet  these  expenses  without  the  imposition  of  unnecessary 
taxation.  It  involves  the  approval  of  this  program  by  the  legislative 
body,  and,  to  give  this  approval  properly,  there  must  be  centered  in  a 
single  committee  the  duty  of  considering  it  in  its  entirety  both  with 
respect  to  the  authorisation  of  appropriations  and  the  means  of  rais- 
ing revenues. 

In  seeking  for  examples  of  budgetary  systems  which  have  proven 
their  worth  we  turn  to  governments  organized  after  the  parliamentary 
system,  such  as  England,  or  to  our  cities,  where  alone  in  this  country 
budget  methods  worthy  of  the  name  have  been  installed.  But  in  at- 
tempting to  adapt  these  practices  for  use  in  our  state  or  federal  gov- 
ernments care  must  be  exercised  lest  we  unknowingly  install  features 
suited  only  to  governments  with  responsible  ministries  or  where  the 
le^slative  bodies  are  unicameral  in  form  and  are  in  constant  touch 
with  active  constituencies, — as  is  generally  the  case  in  our  municipali- 
ties. A  most  conunon  error  lies  in  attempting  in  governments  or- 
ganised upon  the  federal  plan  and  with  bicameral  legislatures  to 
support  the  permanent  services  of  the  state  on  a  year-to-year  basis. 
The  danger  of  a  curtailment  of  the  government's  functions  by  a  slight 
majority  of  a  single  house,  in  spite  of  the  wishes  of  the  executive  or  of 
a  majority  of  the  legislative  branch,  is  ever  present  under  soch  a 
plan,  and  results  in  a  control  over  the  activities  of  the  executive  depart- 
ments by  what  may  be  a  legislative  majority,  which  is  inimical  to  good 
government.  It  also  forces  each  governmental  service  to  map  out  ita 
work  on  an  annual  basis,  even  though  its  projects  may  require  years 
to  develop.  Such  a  method  is  wasteful  in  its  lack  of  perspective,  as  is 
the  appropriation  system  which  follows  no  well-matured  program. 

Our  government  has  year  after  year  postponed  fiscal  reforms  which 
all  close  students  of  our  political  institutions  have  declared  imperative. 
Twenty-seven  years  ago,  Bryce  in  comparing  our  government  with 
those  of  the  old  world  wrote: 

Kvery  European  state  has  to  fear  not  only  the  rivalry  but  aggression  of  its 
nelgt^rs.  Even  Britain  .  .  .  must  maintain  her  system  of  government  in 
full  efficiency  for  war  as  well  as  for  peace,  and  cannot  afford  to  let  tter 
armaments  decline,  her  finances  become  disordered,  the  vigour  of  her  execu- 
tive authority  be  Impaired,  sources  of  internal  discord  continue  to  prey  npoo 
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her  vitals.  But  America  lives  in  a  world  of  her  own.  .  .  .  Safe  from  attack, 
safe  even  from  menace,  she  hears  from  afar  the  warring  cries  of  European 
races  and  faiths,  as  the  gods  of  Epicurus  listened  to  the  murmurs  of  the 
unhappy  earth  spread  out  beneath  their  golden  dwellings.  .  .  .  This  is  why 
the  Americans  submit  .  ., .  to  the  defects  of  their  government.  .  .  .  For  the 
present  at  least — ^it  may  not  always  be  so— she  sails  upon  a  summer  sea.' 

The  time  for  action  has  now  come.  World  events  have  forced  upon 
our  government  the  necessity  of  undertakings  with  which  our  appro- 
priating system  is  totally  unable  to  cope.  It  is  imperative  that  we 
disregard  the  haphazard  methods  we  have  followed  hitherto  and  install 
a  budget  plan  adapted  to  our  governmental  machinery.  Whether 
such  a  change  leads  us  from  our  federal  form  toward  the  parliamentary 
one  with  its  responsible  ministry^  as  fiscal  reforms  in  England  from 
Magna  Charta  to  the  Lloyd-George  budget  have  introduced  the  suc- 
cessive developments  to  the  parliamentary  system  of  our  day>  need  not 
alarm  us.  The  truest  progress  in  government  has  been  through  the 
incorporation  from  time  to  time  of  expedients  for  curing  particular 
evils  rather  than  in  the  adoption  of  a  large  scheme  as  a  conscious 
experiment.'  The  expedient  most  needed  today  is  a  device  which  will 
permit  careful  planning  in  the  raising  and  expenditure  of  the  public 
funds.    This  is  the  function  of  the  public  budget. 

F.  A.  Clkvkland:  Professor  Fairlie  begins  his  discussion  with  the 
following  statement:  "It  may  be  assumed  that  the  Ontario  budget  pro- 
cedure is  referred  to  as  an  example  of  an  executive  budget^  submitted 
to  a  legislative  body,  subject  to  the  possibility  of  an  election  to  deter- 
mine a  conflict  between  the  executive  and  legislative."  This  is  a  fair 
statement  of  a  fundamental  principle  of  budget  procedure.  The 
thought  that  underlies  our  constitutions,  both  state  and  national,  is 
that  the  affairs  of  the  people  should  be  both  well  managed  and  managed 
in  accordance  with  the  will  of  a  majority.  To  ensure  these  results, 
the  personnel  of  management  has  been  divided  into  three  groups, 
namely:  executive  officen,  to  carry  on  the  business  authorized;  repre- 
sentativet,  who  will  meet  from  time  to  time  in  behalf  of  the  people  to 
review  the  acts  and  plans  of  executive  officers ;  and  an  electorate,  which 
is  the  final  arbiter  of  all  disputes  over  matters  of  public  policy. 

Representatives  have  no  properties,  no  personnel,  in  their  hands  with 
which  to  carry  on  the  business  for  which  the  government  is  organized. 
Being  wholly  without  human  or  material  resources,  the  device  which 
has  been  adopted  for  enabling  the  representative  body  to  impress  its 

'  Bryce,  American  Commonwealth  (1913),  VoL  I,  p.  S09. 
•  ibid.,  p.  305n. 
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will  on  those  who  have  the  machinery  of  government  at  their  command 
is  to  place  the  determination  both  of  what  shall  be  done  and  of  what 
funds  shall  be  provided  for  carrying  on  the  functions  of  government 
in  their  hands^^ — ^that  is^  to  give  to  the  representative  body  control  over 
the  purse.  The  purpose  of  a  budget  is  to  provide  a  means  whereby 
representatives  may  force  an  accounting  for  past  acts  and  have  laid 
before  them  plans  for  future  action  before  further  funds  are  granted 
to  executive  officers  with  which  to  carry  on  the  business. 

The  success  of  a  budget  practice  therefore  depends  on  three  things: 
(1)  an  accounting  for  past  action  and  the  preparation  of  a  plan  for 
future  action^  by  executive  officers;  (2)  critical  review  and  discussion  of 
the  accounts  and  plans  of  the  executive^  by  those  who  meet  as  a  repre- 
sentative body;  (8)  a  procedure  which  will  give  publicity  to  what  has 
been  done  and  what  is  proposed;  which  will  provide  for  open  criticism^ 
both  of  acts  and  proposals  of  the  executive ;  which  will  also  provide  for 
determining  whether  a  majority  of  representatives^  and  in  last  analysis 
a  majority  of  the  people^  are  in  favor  of  giving  further  support  to  those 
who  are  in  office. 

This  is  the  very  essence  of  the  representative  system;  accountability 
and  planning^  independent  review  and  criticism^  publicity  and  provision 
for  ascertaining  the  will  of  a  majority.  And  the  principles  under- 
lying this  practice  are  sound.  The  people  can  have  no  notion  of  the 
acts  of  representatives  or  of  public  officers  without  full  publicity; 
representatives  can  neither  intelligently  prepare  work  plans  for  the 
government  nor  would  they  be  qualified  to  sit  in  critical  review  of  past 
acts  and  proposals  if  they  do  prepare  such  plans;  executive  officers 
are  not  in  a  position  to  explain  or  defend  measures  which  they  do  not 
originate.  These  principles  are  common-sense  conclusions  that  are 
exemplified  in  all  representative  undertakings  that  have  been  success- 
ful^ whether  public  or  private.  In  every  case  where  those  who  conduct 
the  business  have  not  been  required  to  lay  before  their  board  or  repre- 
sentative body  a  record  of  past  performances  and  a  plan  for  future 
action,  both  the  representative  body  and  the  electorate  have  floundered 
helplessly  about  and  their  action  has  been  both  unintelligent  and  dis- 
appointing. Such  a  requirement  is  necessary  to  the  effective  func- 
tioning of  the  critical  and  policy-determining  personnel  of  management. 

After  stating  what  he  assumes  to  be  the  major  premise  of  my  argu- 
ment— ^which  is  accepted — Professor  Fairlie  makes  three  assertions 
about  the  Ontario  analogy  which  presumably  are  intended  to  discredit  it 
as  a  precedent  to  be  followed  even  in  its  main  provisions.  These  three 
assertions  are  as  follows:    (1)  "The  Ontario  budget  is  prepared  under 
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the  direction  of  a  cabinet  of  ministers  holding  offices  comparable  in  some 
respects  to  executire  offices  in  this  coontrj/'  (2)  These  ministers  are 
also  members  of  the  legislative  body."  (8)  The  ministers  are  "the 
political  leaders  of  the  majority  in  the  legislature."  Then  he  draws  this 
conclusion:  "The  budget  is  thus^  in  fact^  prepared^  not  by  a  strictly 
executive  body." 

All  of  these  statements  of  fact  are  accepted  as  true  except  the 
implication  or  innuendo  noted  in  the  first  that  goes  with  the  phrase^ 
"comparable  in  some  respects  to  executive  offices  in  this  country." 
From  this  and  the  conclusion  it  is  implied  that  the  "cabinet  ministers" 
are  not  "a  strictly  executive  body."  May  not  this  be  quite  misleading? 
Professor  Fairlie  doubtless  has  in  mind  some  difference  between  the 
status  of  executive  officers  in  Canada  and  in  the  United  States;  but  to 
say  that  our  officers  are  executive  and  that  their  ministers  are  not  execu- 
tive is  a  somewhat  bald  assumption.  As  measured  by  every  test  of 
experience  the  ministers  of  Ontario  are  in  every  respect  executives. 
In  fact^  they  are  more  truly  executive  than  are  any  of  our  officers  in 
the  states^  more  truly  executive  than  the  president's  cabinet^  and  the 
prime  minister  is  more  truly  executive  than  the  president  himself. 
They  are  as  truly  executive  as  are  the  president  and  heads  of  depart- 
ments of  our  great  private  corporations. 

Nor  is  there  anything  vital  in  the  fact  of  their  ministers  being 
"members  of  the  legislative  body/'  except  that  thereby  they  are  entitled 
to  and  it  is  their  duty  to  attend  the  meetings  of  that  body.  This  is 
exacUy  what  an  executive  is  entitied  to  do^  and  in  fact  is  expected  to 
do^  in  any  corporation  meetings  but  they  are  expected  not  only  to 
attend  but  also  to  be  heard.  There  can  be  but  little  value  assigned  to 
the  fact  that  they  have>  or  have  not^  a  right  to  vote.  As  a  matter  of 
experience  it  is  found  that  an  executive's  right  to  vote  or  not  to  vote 
at  a  board  meeting  is  not  the  important  thing.  The  important  thing  is 
that  he  is  present  and  that  he  has  a  right  to  be  heard;  that  he  is  ex- 
pected to  take  leadership  in  laying  before  the  members  of  the  represen- 
tative body  when  they  come  together  an  account  of  past  transactions 
and  his  plans  for  future  action.  This  is  not  alone  important  to  the 
executive;  it  is  equally  important  to  the  representative  body  and  to 
the  electorate.  The  historic  reason  for  the  cabinet  minister's  being  a 
member  of  the  representative  body  in  Canada  is  to  be  found  in  the 
monarchial  and  not  in  the  representative  system. 

Professor  Fairlie's  observation  that  ministers  are  "the  political 
leaders  of  the  majority  of  the  legislature"  is  also  open  to  the  same 
criticism  when  it  carries  with  it  the  conclusion  or  implication  that 
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therefore  the  ministers  are  not  executives.  The  fact  is  that  every  execu- 
tive who  has  a  right  to  sit  in  a  representative  body  and  to  be  heard  is, 
in  the  very  nature  of  things,  the  leader  of  a  majority.  If  he  did  not 
have  a  majority  back  of  him  he  would  not  be  there;  and  by  the  same 
token  he  would  not  be  fit  to  be  an  executive.  The  chief  reason  for 
having  a  representative  body  is  to  come  together  from  time  to  time  to 
find  out  what  has  been  done  and  to  make  decisions  about  the  future. 
The  only  way  that  representatives  can  perform  this  function  effectively 
is  to  have  those  who  have  been  carrying  on  the  business  come  before 
them,  make  a  statement  of  affairs,  and  give  them  the  benefit  of  their 
thinking  about  the  future  of  the  undertaking.  When  executives  do 
come  before  the  boards  they  come  there  holding  a  commission  from  the 
majority;  they  are  chosen  for  their  abilities  as  leaders.  When  their 
leadership  is  not  supported,  then  good  management  requires  that  they 
resign  or  carry  the  question  at  issue  to  the  stockholders  or  their  elec- 
torate. This  does  not  mean  that  they  are  any  less  executives;  this  is 
one  of  the  essentials  of  an  executive  who  is  worthy  of  the  name. 

Professor  Fairlie's  conclusion  that  the  financial  plan  when  thus 
presented  is  not,  in  fact,  prepared  and  presented  by  a  strictly  executive 
body,  cannot  be  supported  by  fact  or  by  any  chain  of  reasoning  that  is 
consistent  with  good  management.  It  is  based  on  analogy  drawn  from 
systems  of  control  that  in  every  instance  have  proved  failures  and 
that  have  been  subversive  of  the  representative  principle  itself. 

The  further  observation  that  ''there  has  been  one  [only  one]  party 
change  in  the  government  of  Ontario  for  nearly  fifty  years"  and  the 
conclusion  "that  the  challenge  of  the  provincial  treasurer  to  the  Oppo- 
sition was  mere  hrutum  fulmen — a  play  to  the  galleries,"  are  the 
results  of  reasoning  from  premises  that  are  questioned.  The  facts 
to  which  attention  should  be  called  are  these:  that  the  executive  could 
have  been  retired  at  any  time ;  that  the  reason  for  only  one  party  change 
was  that,  having  been  given  full  opportunity  to  know  and  to  criti- 
cise, having  full  publicity  given  both  to  criticism  and  to  discussion, 
the  executive  was  able  to  keep  a  majority  of  the  representatives  of  the 
people  behind  him.  Likewise  it  is  to  be  observed  that  the  majority 
members  who  supported  the  executive  were  able  to  keep  a  majority  of 
the  electorate  behind  them. 

The  conclusions  to  be  drawn  are  these:  that  a  responsible  executive 
leadership  makes  for  careful  planning;  that  a  legislative  procedure 
which  provides  for  full  publicity  makes  for  continuity  of  management. 
That  is,  by  requiring  the  executive  at  all  times  to  keep  a  majority  back 
of  him  and  his  plans,  the  people  follow  the  government  and  support 
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the  govemment  The  mere  fact  that  the  finance  bill  is  not  the  particu- 
lar measure  that  is  taken  before  the  people  at  an  election  when  a 
division  occurs  is  of  small  moment  The  thing  that  the  critics  of 
executive  affairs  bring  to  a  test  vote  is  more  usually  some  matter  of 
policy  that  may  better  be  made  a  basis  for  popular  appeal.  The  de- 
tailed questions  of  management  are  constantly  the  subject  of  criticism 
and  publicity. 

Professor  Fairlie  raises  certain  constitutional  difficulties.  "If/*  says 
he^  "the  proposal  is  to  be  seriously  considered  certain  problems  must 
be  faced  and  definitely  answered."  The  question  raised  by  him  is, 
"whether  in  case  of  conflict  between  the  exeentiye  and  the  legislature 
the  decision  is  to  be  made  (a)  by  the  dissolution  of  the  legislature,  (b) 
by  the  recall  of  the  governor,  or  (c)  by  a  direct  referendum. 

Comment  on  the  first  possibility  immediately  follows:  "If  the  first  of 
these  methods  is  used  the  result  is  more  than  likely  to  confuse  the 
action  of  the  legislature." 

True,  but  what  of  it?     If  the  legislature  is  truly  representative  of 
public  opinion,  this  should  be  the   result.     But  a  majority  of  the 
legislature  does  not  always  represent  public  opinion  on  the  specific 
issue.    A  deadlock  may  have  arisen  on  some  question  with  respect  to 
which  the  electorate  has  never  expressed  itself — and  this  is  usually 
what  happens.     The  procedure,  however,  is  one  which  brings  before 
the  electorate  a  real  live  issue  which  the  people  can  understand  and 
concerning  which  they  can  express  an  opinion  by  a  "yes"  or  "no"  vote. 
It  is  a  matter  on  which  the  facts  and  arguments  of  both  sides  have 
already  been  given  wide  publicity  through  the  questions  and  answers 
to  the  arguments  of  leaders  on  the  floor  of  the  legislative  branch.     It 
brings  before  the  public  candidates  who  stand  for  real  issues.     The 
choice  of  the  people  is  between  men  whose  abilities  as  managers  of 
public  business  have  been  tested  and  who  stand  out  among  other  men 
that  have  been  serving  the  public.    When  the  vote  is  taken  it  not  only 
is  a  declaration  of  policy  but  results  in  the  selection  of  the  most  able 
man  in  public  life.    Comparison  of  this  result  with  what  obtains  on  this 
side  of  the  line  leaves  nothing  further  to  be  said. 

Professor  Fairlie's  comment  on  the  second  possibility  is  this:  "If  deci- 
sion is  to  be  made  on  referendum  or  recall  of  the  governor  and  the 
governor's  budget  is  approved,  the  legislature  will  soon  be  reduced  to 
an  agency  for  ratifying  the  governor's  proposals."  Again  may  we 
say,  what  of  it?  Is  it  better  to  ratify  the  individual  proposals  of  from 
two  to  six  hundred  members  of  a  legislative  body  representing  local 
constituencies  than  it  is  to  ratify  the  proposals  of  an  executive  who  has 
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been  elected  by  the  whole  people  and  who  spends  his  whole  time  thinking 
about  the  business  in  hand?  Is  it  better  to  ratify  one  or  another  of  the 
proposals  of  men  who  have  no  responsibility  whatever  for  administra- 
tion and  who  have  little  or  no  contact  with  the  current  management 
of  affairs?  Which  has  produced  better  results  in  the  past,  the  ratifica- 
tion of  log-rolling  proposals  of  individual  members  or  the  ratification  of 
the  well-considered  plans  of  responsible  executive  leaders?  Or  is 
Professor  Fairlie  disturbed  because  the  legislature  on  financial  measures 
will  be  reduced  to  a  ratifying  agency?  What  else  can  a  legislature  do 
on  matters  of  finance  ?  Assuming  that  finance  measures  are  initiated  in 
a  standing  committee^  is  not  the  legislative  body  still  a  ratifying  agency? 
But  furthermore^  when  they  ratify  the  proposals  of  their  standing  com- 
mittee they  do  so  in  a  very  different  frame  of  mind  and  as  a  result  of 
a  very  different  procedure  than  when  they  ratify  the  proposals  of  the 
executive.  When  the  executive  lays  before  them  a  measure  for  approval 
or  disapproval  they  put  themselves  in  a  critical  attitude^  and  members 
are  given  opportunity  to  ask  questions  openly  of  the  executive  and  to 
have  them  answered  publicly.  Furthermore^  the  "committee-of-the- 
whole"  procedure  becomes  an  important  factor  and  the  floor  of  the 
legislature  becomes  an  opportunity  for  the  Opposition. 

Where  executive  officers  are  required  to  lay  before  legislatures  their 
proposals,  publicity  is  the  keynote  of  legislative  procedure;  where  a 
legislative  committee  in  the  hands  of  a  legislative  majority  leader 
that  cannot  be  held  responsible  to  the  state  or  nation  initiates  the 
measure  to  be  ratified,  the  procedure  is  one  of  "gag-rule/'  the  purpose 
being  to  forestall  criticism  and  to  protect  those  who  stand  with  this 
irresponsible  leader.  These  are  differences  that  are  fundamental  in 
their  importance.  There  is  nothing  to  be  feared  from  the  legislature 
being  "reduced  to  an  agency  for  ratifying  executive  proposals."  The 
review,  ratification,  or  rejection  of  executive  proposals  is  what  in  last 
analysis  the  legislative  branch  has  been  created  for  so  far  as  relates  to 
matters  of  finance. 

Professor  Fairlie  agrees  that  many  of  the  essentials  of  a  good  budget 
practice  can  be  developed  gradually  by  statute  or  legislative  procedure, 
without  changing  the  Constitution.  The  thing  that  he  argues  for, 
however,  is  the  creation  of  a  joint  commission  or  body,  partly  executive 
and  partly  legislative,  to  lay  before  the  representative  body  a  financial 
plan  or  budget.  With  this  conclusion  may  I  also  take  issue?  There  is 
little  in  experience  to  commend  it,  except  as  a  temporizing  measure. 
Without  question  a  plan  which  confuses  responsibility  is  better  than 
no  plan,  as  it  gives  some  basis  for  consideration,  discussion,  and  publicity 
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of  the  affairs  of  the  government  as  a  whole.  I  do  not  suggest  that  this 
should  not  be  adopted  if  something  better  cannot  be  had.  My  point 
is  that  it  is  a  weak  and  temporiiing  measure  and  never  has  and  never 
will  work  out  satisfactorily.  Furthermore^  in  principle  it  is  wrong. 
The  historic  reason  and  the  institutional  purposes  of  the  representative 
system  are  to  provide  a  means  for  making  the  executive^  the  one  who 
has  the  machinery  of  government  in  his  hands^  responsive  and  responsi- 
ble to  the  people. 

Under  monarchical  systems  the  representative  idea  was  forced  on  the 
executive  not  to  deprive  him  of  leaderships  but  to  make  his  leadership 
responsible  and  responsive.  The  purpose  was  to  control  executive 
action  and  to  make  those  who  do  things  subservient  to  the  will  of  those 
who  are  served.  Where  representative  systems  have  been  developed  from 
pure  democracies  the  reason  for  their  adoption  has  lain  in  the  inability 
of  a  numerous  and  widely  scattered  people  to  get  together  for  the 
purpose  of  critical  review^  discussion^  and  approval  or  disapproval 
of  the  actions  and  proposals  of  their  public  officers.  They  therefore^ 
being  unable  to  come  together  at  a  common  point  and  have  their 
officers  appear  before  them  and  give  an  account  of  themselves,  created 
a  representative  body  which  would  meet,  and,  for  all  intents  and  pur- 
poses,  when  meeting,  would  be  the  people.  Furthermore,  even  when 
the  people  met  together  it  was  necessary  to  have  it  clearly  understood 
who  would  have  the  right  to  voice  the  will  of  the  majority — therefore 
the  electorate. 

The  solution  for  our  lack  of  financial  planning,  for  our  irresponsible, 
irresponsive,  invisible,  and  wasteful  government  proposed  by  Pro- 
fessor Fairlie,  is  not,  in  my  opinion,  well  adapted  to  the  ends  to  be 
accomplished.  By  combining  critical  and  executive  functions,  both 
are  weakened.  This  principle  is  recognised  in  the  administration  of 
justice;  it  is  recognized  in  all  of  our  affairs  in  state  and  local  govern- 
ments where  such  an  arrangement  has  been  tried,  although  it  may 
have  been  an  improvement  over  what  was  before.  With  all  of  the 
subversive  practices  that  have  grown  up  with  lack  of  leadership  and 
lack  of  provision  for  enforcing  responsibility,  still  the  expedient  has 
been  unsuccessful.  In  New  York  State,  for  example,  it  proved  an  utter 
failure.  In  Wisconsin  it  has  worked  better,  but  nevertheless  still  con- 
fuses responsibility  and  does  not  give  to  the  state  responsible  gov- 
ernment If  the  purpose  is  to  make  executive  officers  responsive  and 
responsible,  then  having  certain  members  of  the  court  of  public  opinion 
sit  down  with  the  defendant  to  prepare  his  ease  is  not  going  to  con- 
tribute to  public  welfare. 
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If  we  are  to  make  our  legislatures  effective  for  review^  criticism,  and 
approval  or  disapproval  of  executive  action,  two  things  must  be  done: 

(1)  The  executive  must  be  required  to  come  before  the  legislative 
body — ^the  people  in  session — ^with  a  report  of  past  acts  and  plans  for 
future  work,  and  be  made  to  wait  for  future  authority  on  their  approval. 

(2)  There  must  be  a  procedure  which  will  give  full  publicity  to  legis- 
lative criticism  as  well  as  to  legisltive  acts  in  order  that  our  scheme 
of  representative  government  may  reach  to  the  electorate  as  a  part 
of  the  machinery  of  control.  Both  of  these  things  must  be  done  with- 
out constitutional  amendment,  but  they  will  not  be  done  without  a 
public  opinion  that  will  demand  them.  The  chief  danger  that  goes 
with  palliative  makeshifts,  however  much  they  may  alleviate  present 
suffering,  is  that  they  allay  distress  without  reaching  the  cause  of  the 
malady. 


THE  ECONOMIC  COSTS  OP  WAR 

By  John  Bates  Clabk 
Columbia  University 

There  are  effects  of  war  which  are  more  tragic  than  the  eco- 
nomic burden  it  will  place  on  future  generations  and  there  are 
some  that  are  more  morally  revolting;  but  there  are  none  which 
will  last  longer  or  do  a  greater  total  amount  of  harm.  What  we 
chiefly  need  to  know  is  in  what  condition  nations  will  find  them- 
selves when  they  have  added,  let  us  say,  fifty  billions  of  dollars  to 
their  previous  debts  and  have,  at  the  same  time,  greatly  reduced 
their  power  to  pay  debts.  Some  of  the  effects  of  this  burden  in 
fettering  and  crushing  the  life  of  the  future  will  transcend  all 
economic  measurements,  much  as  do  the  killing,  maiming,  and 
general  ravaging  that  have  already  gone  on.  Only  the  purely  eco- 
nomic effects  lend  themselves  to  measurement,  and  a  few  principles 
applying  to  these  are  what  this  paper  will  attempt  to  state. 

War  is  a  stupendous  phenomenon  of  Economic  Dynamics,  and 
yet  it  apparently  reverses  the  ordinary  economic  processes  in  a 
way  that  should  put  it  beyond  the  application  of  the  principles  of 
our  science.  Only  in  a  department  of  economics  devoted  to  the 
destruction  of  wealth  and  life  would  it  seemingly  find  a  place. 
For  competitive  production  it  substitutes  competitive  destruction. 
It  depletes  shops  and  crowds  barracks,  the  occupants  of  which 
strive  to  outdo  each  other  in  putting  out  of  existence  products  and 
producers.  Its  tools  are  guns,  shells,  dreadnaughts,  and  the  like, 
and  its  labor  is  maiming  and  killing. 

It  is  decapitalization  on  a  vast  scale.  In  place  of  voluntary 
abstinence  for  the  benefit  of  the  future  it  puts  a  reckless  bartering 
away  of  the  income  of  the  future  to  make  possible  a  prodigal  ex- 
penditure in  the  present.  The  war  fund,  when  secured,  reverses 
the  effect  of  ordinary  capital,  in  that  it  is  spent  at  once  instead 
of  being  embodied  in  a  self-perpetuating  fund,  and  the  spending 
of  it  intensifies  a  work  of  destruction  carried  on  by  a  kind  of  human 
effort  which  itself  is  the  reversal  of  ordinary  labor.  The  soldier 
and  his  tools  are  the  antitheses  of  the  workman  and  his  tools  in 
their  future  effects  as  well  as  in  their  present  ones,  since  they 
reduce  the  number  and  efficiency  of  future  laborers  who  must  help 
to  pay  the  debts  now  created.  Loans  for  warfare  first  put  a  heavy 
tax  on  the  product  of  future  industry  and  then  destroy  much  of 
the  power  to  pay  it. 
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It  is  all  under  the  sway  of  a  highly  organized  competition  which, 
in  its  effect,  is  the  reverse  of  the  ordinary  kind.  Striving  to  under- 
sell rivals  is  striving  to  promote  the  welfare  of  the  public  more 
than  rivals  are  promoting  it  and  it  does  nothing  to  rivals  directly. 
Indirectly  it  forces  them  also  to  do  their  utmost  to  serve  the  pub- 
lic, and  the  whole  process  makes  for  a  fruitful  industry  now  and 
a  more  fruitful  one  hereafter.  Competitive  maiming  and  killing 
blight  present  and  future. 

War  raises  to  an  extreme  limit  that  discount  on  future  values, 
or  premium  on  present  ones,  that  has  played  so  large  a  part  in 
recent  economic  theories,  and  that  too  in  spite  of  the  fact  that 
what  is  sacrificed  in  the  future  is  the  means  of  maintaining  life 
and  welfare  and  what  is  secured  in  the  present  is  the  means  of 
destroying  both  of  them.  It  makes  future  life-sustaining  goods 
of  much  less  present  value  than  present  life-destroying  goods. 
Apparently  an  amount  of  suffering  and  death  now  is  worth  vastly 
more  than  an  equal  amount  of  happiness  and  life  hereafter.  Even 
the  honored  and  lamented  Minister  von  Bohm-Bawerk  never  postu- 
lated that  relation  of  present  and  future.  It  is  no  ordinary  econ- 
omy that  would  starve  men  hereafter  in  order  to  kill  men  now. 

Is  warfare  then  entirely  outside  of  the  realm  of  true  economics? 
Has  the  Science  of  the  Organized  Production  and  Use  of  Wealth 
no  place  for  the  belligerent  action  which  is  now  going  on,  and  do 
its  principles  remain  at  present  largely  in  abeyance?  To  say  this 
woidd  imply  a  highly  inadequate  view  of  the  scope  of  our  science. 
Warfare  finds  a  place  within  it,  and  the  treatment  of  it  falls  in 
one  or  two  generic  divisions  of  Economics  as  broadly  conceived. 

There  is  a  place  in  the  science  for  the  private  contentions  that 
are  involved  in  defining  and  vindicating  the  ownership  of  wealth — 
that  is,  in  maintaining  the  institution  of  property.  It  is  a  crude 
institution  in  primitive  times  and  is  maintained  in  rough  and  ir- 
regular way.  The  club  of  the  owner  does  the  work  of  that  of  the 
policeman.  International  rights  today  are  like  the  individual 
rights  in  their  crudest  stage  and  are  attacked  and  defended  In  a 
similarly  lawless  and  violent  manner.  There  is  a  dear  analogy 
between  the  economic  effect  of  what  a  savage  does  in  defending  his 
hut  and  what  a  nation  does  in  defending  its  domain. 

If  we  cease  to  think  of  nations  and  look  at  Individuals  only,  we 
shall  find  them  doing  much  which  reverses  the  productive  process 
in  the  same  sense  in  which  warfare  does  so.  Wealth  consists  in 
things  which  are  capable  of  ownership,  and  In   a  rude   society 


Th0  Ecowmic  CoiU  of  War  d7 

ownership  is  precarious  and  is  preserved  by  personal  yigilance  and 
much  fighting.  The  production  of  wealth  would  amount  to  little 
if  whatever  a  man  might  get  as  his  share  another  could  seize  with 
impunity.  The  effective  utility  of  anything  that  can  be  stolen 
od  libitwm  is  practicaly  nfl,  and  preventing  this  nullifying  of 
utility  is  an  operation  as  truly  economic  as  is  creating  it. 

Over  individuals  there  is  now  a  state  with  its  courts,  its  legis- 
lature, and  its  police  power,  which  save  them  from  the  necessity 
for  much  fighting.  Over  the  states  themselves,  even  in  what  passes 
for  high  civilization,  there  is  no  such  efficient  government,  and  the 
defense  of  their  territories  and  other  possessions  has  to  be  done  in 
the  primitive,  cave-dwelling  fashion  and  with  a  vast  destruction 
of  life  and  wasting  of  goods;  and  yet  this  is  the  only  ultimate 
resource  which  the  world  at  present  has  for  keeping  the  lands  and 
goods  of  nations  in  that  condition  of  ownership  which  is  necessary 
in  order  that  their  service-rendering  powers  may  be  developed. 

Nations,  indeed,  make  war  in  order  to  extend  their  sovereignty 
over  new  territories,  as  well  as  to  add  to  their  wealth,  and  this 
purpose  may  be  accomplished  without  directly  wresting  lands  and 
goods  from  private  owners.  Mere  addition  to  their  power  is  one 
of  the  purposes  in  view.  The  wealth  which  comes  from  extending 
dominions  is  also  a  leading  object.  What  is  here  claimed  is  that 
a  condition  in  which  national  territories  were  free  plunder  would 
make  even  private  property  insecure,  and  tiiat,  in  their  manner  of 
guarding  what  they  have  of  both  dominion  and  property,  nations 
are  like  men  in  a  low  stage  of  evolution. 

It  takes  no  sharpness  of  vision  to  see  that  the  possession  or 
control  of  territory  is  the  leading  issue  of  the  present  war,  and 
the  defense  of  territory  is  a  latter-day  illustration  of  the  violent 
and  costly  protective  operation  which,  through  many  centuries  of 
savage  life,  made  the  other  economic  processes  possible.  Ghranted 
that  international  law  is  imperfectly  observed  and  without  courts 
or  police  for  applying  and  enforcing  it,  and  international  fauii 
rechi  becomes,  in  a  broad  sense,  an  unavoidable  economic  phenome- 
non, though  it  is  the  most  wasteful  and  irrational  one  that  still 
survives.  It  falls  in  that  generic  division  of  economic  effort  which 
confers  on  goods  the  basic  quality  of  appropriability.  It  is  so 
crude  a  part  of  a  system  of  world  economics  that  every  discharge 
of  a  forty-two  centimetre  gun  calls  imperiously  for  courts  and 
laws  of  nations  which  would  remand  such  diabolical  agencies  to 
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the  limbo  of  a  savage  past.     Better  instrumentalities  for  accom- 
plishing the  same  purpose  are  the  supreme  need  of  the  world. 

We  have  then  to  study  the  cost  of  performing,  in  a  crude, 
blundering,  and  savage  way,  one  of  the  primary  economic  functions, 
and  the  vast  amount  of  that  cost  is  due,  not  to  the  fact  that  the 
function  is  performed,  but  to  the  murderous  way  in  which  this  is 
done.  If  it  were  not  done  at  all — if  national  possessions  had  no 
protection — the  state  of  the  world  would  be  even  worse  than  it  is. 
Warfare,  though  not  a  reversal  of  the  whole  economic  process,  is 
such  a  mode  of  performing  a  part  of  it  that,  if  humanity  is  in- 
capable of  improving  on  the  method,  it  should  surrender  its  ten- 
ancy of  the  earth  and  let  some  other  animal  type  evolve,  tiirough 
the  aeons  of  the  future,  to  a  position  of  supremacy. 

Of  the  economic  costs  due  to  war  some  are  incurred  while  it  is 
in  progress  and  some  in  the  longer  intervals  of  peace.  Of  tiiose 
of  the  former  kind — the  only  one  here  discussed — some  fall  first 
on  governments  and  then  on  the  people,  while  others  fall  directly 
on  the  people,  through  the  stoppage  of  production  and  the  direct 
destruction  which  campaigns  involve.  In  measuring  today  the 
entire  effects  of  the  present  war  on  the  belligerent  countries  one 
would  have  to  ascertain  how  much  wealth  they  will  have  left  when 
the  war  is  over  and  compare  it  with  the  amount  they  would  have 
Iiad  if  this  war  had  not  occurred  and  the  accumulation  due  to 
peace  had  continued.  The  difference  between  these  gross  amounts 
is  chargeable  to  the  war;  it  can  be  measured  only  when  hostilities 
are  over  and  then  only  approximately. 

That  which  it  is  most  important  to  know  is  in  what  conditions 
the  nations  will  find  themselves  if  the  struggle  shall  continue  for 
a  given  period,  say  a  year,  longer.  Forecasts  of  this  kind,  guesses 
though  they  be,  the  nations  are  compelled  in  some  way  to  make, 
and  it  is  these  which  enter  into  the  problem  of  offering  or  accept- 
ing terms  of  peace. 

From  a  moral  point  of  view,  and  even  from  a  military  one,  kill- 
ing men  is  worse  than  destroying  property ;  but  in  a  baldly  eco- 
nomic calculation  it  is  not  so.  If  war  reduced  all  classes  of  a 
population  alike,  it  would,  on  Malthusian  principles,  increase  the 
earnings  of  the  surviving  laborers.  Actually,  however,  it  works 
selectively,  killing  and  disabling  the  most  productive  workers  and, 
by  this  effect,  it  will  lessen  the  average  per  capita  efficiency  of  a 
people.  Not  till  new  generations  shall  mature  will  this  loss  be 
made  up.     If  war  reduced  capital  only  and  all  laborers  survived 
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without  injury,  the  earning  power  of  an  individual  would  be  les- 
sened more  disastrously  than  it  is.  With  the  reduced  capital  a 
shrunken  working  force  can  create  more  wealth  per  capita  than  the 
full  original  number  could  have  done. 

War  debts  will  clearly  be  the  greatest  economic  disaster  of  the 
future  that  will  be  traceable  to  the  present  war.  They  will  burden 
workers,  somewhat  through  indirect  taxes  and  much  more  through 
the  prevention  of  measures  of  reform  and  improvement.  There  is 
a  long  list  of  costly  things  that  labor  has  already  demanded  and 
will  insist  on  when  the  war  shall  be  over.  Interest  on  debts,  war 
pensions,  and  further  outlays  for  armies  and  navies  will  absorb 
the  greater  part  of  what  the  countries  can  afford,  and  many  re- 
forms will  have  to  wait.  The  states  may  be  unable  to  pay  what 
they  will  cost,  even  though  they  may  be  in  danger  of  revolution 
if  they  refuse  to  do  it.  This  evil,  like  others,  will  vary  directly  as 
the  duration  of  the  struggle  and  the  status  of  humanity  for  a 
century  will  depend  on  the  question  how  long  it  will  last.  Are 
there  any  clear  economic  principles  which  will  determine  the  length 
of  the  war? 

The  defense  of  property  by  club  law  could  not  by  the  most 
liberal  use  of  terms  be  rated  as  a  part  of  a  general  wealth-creating 
process  unless  it  were  subject  to  some  self-terminating  principle. 
It  is  worth  while  to  apply  a  simple  formula,  suggesting  those  of 
Economics,  to  the  problem  of  fixing  a  natural  period  beyond 
which  beings  endowed  with  reason  should  not  be  expected  to  pro- 
long a  war. 

Earlier  wars  have  often  been  decided  by  military  genius  and 
high  strategy  still  has  its  great  importance,  but  if  it  is  true  that, 
in  our  day,  the  decisive  fact  is  usually  what,  by  a  euphemism,  is 
called  ^^attrition'' — the  killing  and  disabling  of  men  and  the  de- 
struction of  resources — ^we  may  confine  our  brief  study  to  a  war 
of  this  type.  Uniform  losses  on  the  two  sides  must  increase  the 
preponderance  of  the  one  that  has  the  stronger  force  and  the 
larger  equipment.  If  a  million  men  are  a  unit  and  there  are  a 
hundred  and  fifty  such  units  on  one  side  and  a  hundred  on  the 
other,  the  original  preponderance  is  as  three  to  two,  while  after 
each  party  has  lost  fifty  units  the  ratio  becomes  two  to  one.  With 
cmly  twenty-five  more  taken  from  each  force  it  becomes  three  to 
one,  and  it  is  as  five  to  one  after  a  total  loss  on  each  side  of  eighty- 
seven  and  a  half.  Of  course,  exactly  the  same  principle  applies 
to  a  superiority  in  resources.    In  the  latter  stages  of  a  war  that 


do  American  Economic  Association 

■ 

is  either  long  continued  or  terrifically  destructiye,  a  superiority  in 
men  and  resources  will  crushingly  tell.  Can  we  make  a  formula  in- 
dicating at  what  point  the  stronger  side  will  be  interested  in  offer- 
ing terms  which  the  weaker  will  be  impelled  by  interest  to  accept? 
This  is  equivalent  to  asking  at  what  point  mediation  will  be  certain 
to  be  acceptable  to  both  sides. 

We  have  to  assume  that  there  are  two  contending  parties  in  the 
war  and  that,  at  some  date,  the  ultimate  decision  between  them  is 
foreshadowed  with  a  strong  probability  of  correctness.  The  most 
uncertain  thing  which  one  can  attempt  to  forecast  is  the  out- 
come of  a  single  battle.  Mob  psychology  may  set  strength  at 
naught  and  a  battle  may  be  lost  by  a  panic,  and  even  in  an  ex- 
tensive campaign  chance  has  its  place ;  but  a  long  war  carried  on 
in  modem  trenches  by  disciplined  troops  is  far  less  capricious  in 
its  results  and,  if  one  can  fairly  assume  anything  like  equality  in 
the  waste  of  men  and  munitions,  there  is  a  basis  for  a  quasi-eco- 
nomic formula  which  will  express,  in  terms  akin  to  those  of  our 
science,  a  principle  which  should  determine  when  negotiations  for 
peace  would  naturally  begin  and  what  would  naturally  be  the 
terms  of  settlement,  provided  always  that  reason  were  in  control 
on  the  two  sides. 

To  make  the  decision  hinge  baldly  on  intelligent  self-interest  we 
must  partially  revive  a  classical  mode  of  study  and  use  it  heroic- 
ally. We  must  make  one  quasi-economic  being  out  of  each  of  the 
warring  nations  or  leagues  of  nations  in  its  collective  entirety. 
Each  of  them  must  become,  as  it  were,  a  coolly  reasoning  organism 
— a  vast  composite  calculating  machine — endeavoring  to  ascer- 
tain Tdiat  line  of  conduct  will  best  protect  the  aggregate  of  its 
many  and  varied  interests.  This  implies  that  stronger  and  weaker 
alike  are  influenced  by  nothing  except  the  effect  which  their  action 
will  have  on  themselves.  We  leave  out  of  account  every  sentiment 
of  love  or  hate,  of  gratitude  or  revenge,  and  consider  that  regard 
for  justice  is  qualified  to  the  vanishing  point  by  an  assumed  right 
of  conquest.  The  lives  of  a  country's  own  citizens  figure  merely 
as  a  cost  and  are  weighed  against  values  to  be  gained.  They  will 
be  sacrificed  if  the  gain  is  the  greater.  The  calculation  to  be 
made  is  so  pitiless  and  remorseless  that  one  regards  himseli  as 
something  of  a  barbarian  for  making  it  in  theory,  and  yet  it  iso- 
lates dominant  forces  which  actually  will  have  play  in  determining 
the  time  and  the  manner  of  ending  the  war.  If  attrition  is  de- 
cisive, a  stronger  nation  or  league  at  war  with  a  weaker  one  cao 
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ultimately  demand  in  territory  or  in  money  whatever  its  own  in- 
terest impek  it  to  demand  and,  whenever  the  attrition  of  the  war 
has  gone  to  such  a  point  that  both  sides  have  discovered  to  which 
of  them  in  the  end  victory  must  fall,  the  terms  which  the  stronger 
is  interested  in  offering,  the  weaker  is  interested  in  accepting.^ 

The  most  that  the  prospective  victor  can,  in  cool  self-interest, 
ask  for  is  all  that  he  could  secure  by  pushing  his  conquest  to  the 
bitter  end  minus  the  cost  of  so  pushing  it.  The  cost  is  miscella- 
neous. Life,  treasure,  future  efficiency,  both  economic  and  mili- 
tary, are  sacrificed  by  every  act  of  further  struggle.  Such  a  grand 
composite  of  varied  costs  has  in  some  way  to  be  roughly  computed 
and  deducted  from  the  sum  total  of  varied  and  miscellaneous  gains 
which  a  complete  conquest  would  ultimately  bring.  There  is  no 
clear  unit  of  measurement  of  such  composite  values — ^no  money 
for  appraising  life,  health,  strength,  territory,  freedom,  and  in- 
ternational prestige  or  dominance.  What  a  people  has  to  do  is 
to  decide  how  powerfully  the  aggregate  of  such  things  appeals  to 
it  as  a  motive  for  action — ^how  much  sacrifice,  all  in  all,  it  is  really 
worth.  It  must  gauge  the  importance  of  all  that  will  happen  to  it 
in  consequence  of  ccmtinuing  to  fight  and  compare  it  with  the 
importance  of  what  will  happen  if  it  stops. 

If  the  victor  can  secure  the  terms  described,  he  has  nothing  to 
gain  by  prolonging  the  struggle.  Everything  that,  by  further 
fighting,  he  can  add  to  his  gains  will  be  neutralized  by  the  cost 
of  it.    Whatever  he  can  save  in  cost  he  should  deduct  from  the 

^  It  is  necessary,  in  war  as  in  business,  to  act  on  probabilities  instead  of  on 
certainties,  and  the  manner  in  which  probabilities  are  computed,  if  our  time 
sufficed  for  it,  should  be  stated.  After  making  an  investment  a  business  man 
knows  that  his  principal  may  return  to  him  with  a  surplus  or  it  may  have  gone 
from  him  forever,  and  it  may  cren  have  carried  more  wealth  with  it  If  the 
chances  are  even,  the  prospective  gain  most  greatly  exceed  the  possible  loss  to 
make  the  operation  rational  Every  diminution  of  the  probability  of  success 
greatly  increases  the  gain  that  the  sueeess  must  promise  in  order  to  ofbet, 
as  a  motive,  the  danger  of  a  given  loss.  Every  increase  in  the  magnitude 
of  the  transaction  has  a  Uke  effect  A  man  would  act  insanely  if  be 
took  a  chance  of  losing  his  entire  fortune  for  the  sake  of  an  equal  chance 
of  doubling  it  The  total  loss  would  injure  him  indefinitely  more  than  the 
possible  increase  would  benefit  him.  Nations  at  war  are  dealing  with  the 
largest  values  that  figure  in  any  transactions.  The  evil  of  a  crushing 
defeat  is  beyond  computation  and  a  stray  probability  of  suffering  it  would 
in  a  cool  calculation  outweigh  any  gain  which  a  war  could  well  bring.  As  a 
rational  motive  for  keeping  the  peace  such  a  probability  apprazlmates  a 
certainty. 
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terms  which,  by  further  fighting,  he  could  ultimately  exact,  and  to 
do  otherwise  would  mark  his  conduct  as  dictated  by  unintelligait 
anger  or  revenge,  rather  than  by  self-interest  as  revealed  by 
rational,  even  if  heartless,  calculation. 

The  weaker  party  is  impelled  by  interest  to  accept,  the  moment 
they  are  offered,  the  terms  which  the  formula  yields.  If  he  refuses 
them,  the  victor  will  continue  the  war  and  every  day  wiU  make  the 
terms  harder.  It  will  lessen  the  deduction  which  the  victor  is 
willing  to  make  from  the  utmost  he  can  finally  get.  The  maximum 
which  he  can  ultimately  exact  reduced  by  the  cost  of  a  year  of 
warfare  affords  for  the  conquered  side  a  more  tolerable  basis  of 
settlement  than  the  same  maximum  minus  the  cost  of  only  one 
lialf-year  of  warfare,  which  is  what  he  would  be  impelled  to  accept 
if  the  struggle  should  continue  for  six  months  longer.  At  the  last 
possible  day  of  settlement  bare  self-preservation  may  become 
impossible. 

It  is,  of  course,  perfectly  apparent  that  influences  which  our 
formula  intentionally  omits  from  the  calculation  are  varied  and 
important.  Restoring  to  the  leagues  the  human  qualities  that  we 
have,  in  imagination,  taken  out  of  them  will  make  a  victor  temper 
the  terms  offered.  The  formula  defines  a  savage  maximum  which 
might  be  offered  by  the  stronger  and  accepted  by  the  weaker  if 
both  were  dehumanized  with  heroic  thoroughness.  Humane  im- 
pulses are  not  extinct  in  international  affairs  and  justice  is  not 
dead.  "A  decent  regard  for  the  opinion  of  mankind"  is  powerful 
and  the  future  attitude  of  a  neutral  world  must  be  taken  into 
account.  An  intelligent  regard  for  a  long  future  will  rate  the 
good  will  even  of  conquered  nations  as  of  high  importance.  All 
this  must  moderate  the  severity  of  the  terms  which  brute  force 
and  crude  self-interest  would  otherwise  dictate.  And  yet  even 
the  formula  as  it  stands  does  less  violence  to  facts  than  it  would 
if  it  were  applied  to  individual  citizens  of  a  common  country. 
The  sovereignty  that  is  over  these  citizens  not  only  affects  their 
outward  conduct  but  molds  their  character.  Nations  are  more 
like  ^^economic  men"  than  men  are,  and  the  strong  and  dominating 
forces  which  impel  warring  nations  toward  a  certain  more  or  less 
definite  line  of  action  need  to  be  isolated  and  recognized  for  what 
they  are.  Nations  do  deal  with  each  other  on  a  relativeh'^  low 
moral  plane  and  the  future  of  the  world  is  not  unlikely  to  be 
gravely  affected  by  titanic  forces  operating  in  a  savage  and 
crudely  calculating  way.    Within  the  states  justice  holds  savag- 
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ery  in  check  and  posiiiye  institutions  make  the  check  effective. 
As  between  the  states,  in  a  time  of  peace  the  checks  are  inadequate 
and  in  a  time  of  war  the  demons  are  uppermost.  Far  otherwise 
would  it  be  if  international  laws  were  clearly '  defined  and  gener- 
aUy  respected,  if  there  were  a  court  to  apply  them  and  a  league 
of  nations  to  give  efficiency  to  the  court.  So  limitless  is  the  im- 
provement of  the  whole  status  of  humanity  which  something  that 
looks  like  a  relatively  small  institutional  change  would  cause.  The 
boundaries  of  Paradise  and  Sheol  are  not  far  apart  and  a  few 
steps,  that  will  not  be  difficult  if  the  nations  have  the  will  and  the 
intelligence  to  make  them,  wiU  carry  humanity  from  the  one  realm 
to  the  other.  Unless  states  which  are  separatdy  mighty  are 
collectively  imbecile,  the  difficulties  in  the  way  of  this  consumma- 
tion will  be  overcome. 


THE  STATISTICAL  SIDE  OF  THE  Ea)NOMIC  COSTS 

OF  WAR 

By   WlT-LIAM   S.   ROSSITEE 

Concord^  N.  H. 

Your  attention  is  invited,  first,  to  a  brief  survey  of  direct  and 
indirect  costs  in  the  present  war,  in  order  to  establish  a  background 
of  approximate  total  cost;  second,  to  some  analysis  of  the  popu- 
lation and  debt  conditions  existing  at  the  close  of  the  NapoIe<mic 
Wars,  in  order  to  establish  certain  standards;  and,  finally,  to  a 
brief  analysis  of  population  and  debt  conditions  at  the  outbreak 
of  the  present  war,  during  its  progress,  and  which  are  likely  to 
prevail  after  two  years  of  hostilities. 

The  science  of  statistics  has  reached  its  present  perfection  prin- 
cipally through  the  enumeration  and  analysis  of  population. 
Orderly  government  and  peace  between  civilized  nations  tiius  have 
been  essential  to  its  development.  In  consequence  the  generally 
peaceful  century  which  began  with  the  Battle  of  Waterloo  in  Bel- 
gium and  ended  in  Belgium  at  Li^ge,  has  witnessed  the  adoption 
of  improved  statistical  methods  and  the  measurement  statistically 
of  almost  all  national  and  economic  problems. 

The  service  which  this  comparatively  new  science,  developed  by 
general  peace,  is  able  to  render  in  throwing  light  on  changes  and 
trend  in  population  and  industry,  has  now  been  expanded  to 
measure  direct  and  indirect  war  costs. 

It  is  characteristic  of  our  time  that  the  demand  is  urgent  for 
prompt  and  accurate  statistical  measurement  of  such  costs.  Yet  it 
is  a  task  not  to  be  lightly  undertaken.  The  direct  cost  of  the 
maintenance  of  hostile  armies  and  fleets  for  one  day  at  any  time 
during  the  past  year  and  a  half  of  war  probably  has  been  greater 
than  the  cost  from  beginning  to  end  of  entire  campaigns  at  earlier 
periods,  even  those  of  the  eighteenth  century.  Moreover,  back  of 
this  expenditure  are  unprecedented  indirect  burdens  and  possiUe 
Indemnities. 

More  than  a  vear  after  the  termination  of  the  Franco-German 
War  Sir  Robert  Giffen  prepared  an  able  and  exhaustive  analysis 
of  the  cost  of  that  conflict.  He  demonstrated  that  the  direct  and 
indirect  war  losses  sustained  by  France  aggregated  $2,916,000,- 
000,  and  that  Grermany  had  made  a  net  proflt  from  the  war  over 
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an  direct  and  indirect  costs  of  $846,600,000.  The  Franco-Gkr- 
man  War  was  thus  shown  to  be  a  colossal  money-making  adventure 
for  Germany.^ 

Sir  Robert  Giffen's  paper,  after  forty  years,  continues  to  be 
a  model  in  method  and  treatment,  but  the  distinguished  author 
had  the  advantage  of  dealing  with  a  completed  chapter  of  history. 
While  the  current  literature  relating  to  war  costs  is  important 
and  often  illuminating,  no  analysis  of  such  costs  made  during  the 
progress  of  a  conflict  can  be  accepted  as  other  than  a  study,  en- 
lightening but  incomplete,  and  generally  possessing  no  permanent 
value.  Compilations  of  figures  still  breathing — as  it  were — cast 
into  tabulations,  computations  eked  out  with  estimates,  and  official 
figures  which  change,  do  not  form  a  firm  basis  for  final  conclusions. 
In  this  perilous  time  aU  things  are  in  a  state  of  fiux.  Nothing  is 
certain  but  the  national  debt,  and  that  increases  between  galley 
and  page  proof. 

Even  Mr.  Edgar  Crammond's  noteworthy  paper^  upon  the  costs 
of  the  war,  read  before  the  Royal  Statistical  Society  in  March 
last,  should  be  accepted  only  as  a  valuable  and  learned  study.  He 
himself  seems  to  have  realized  the  limitations  of  statistics  of  a  war 
still  in  progress  and  so  projected  his  analysis  of  costs  forward  to 
July  SI,  1916.  Computations  for  hostile  countries,  however, 
obviously  cannot  be  accepted  as  complete  or  final ;  gaps  are  bridged 
with  estimates,  and  inconsistencies  appear.  Yet  Mr.  Crammond's 
paper  is  likely  in  some  respects  to  be  the  leading  authority  for  the 
period  it  covers  until  such  future  time  as  complete  official  returns 
of  war  costs  are  available.  Material  from  it  already  has  been 
widely  used,  and  occasionally  without  credit.  In  one  respect,  how- 
ever, the  English  statistician's  computations  are  open  to  grave 
question.  While  Sir  Robert  Giffen  prudently  avoided  including  in 
his  analysis  of  indirect  costs  of  war  the  capitalized  value  of  human 
life,  Mr.  Crammond  computes  this  cost  in  terms  of  pounds  sterling, 
and  falls  into  the  inconsistency  of  including  the  capitalized  value 
of  dead  soldiers  in  the  aggregate  loss  for  each  nation,  which  is  thai 
compared  with  annual  income  and  the  proportion  is  suggested 
which  it  forms  of  the  national  wealth.  Obviously  such  a  com- 
parison possesses  no  significance  whatever.    National  wealth  rep- 

*  Giifen,  "^Cost  of  the  Franco-Gennan  War,"  Becnomie  InquMst  and  8tudi$$, 

VoL  I,  p.  48. 
'  'Hlie  Cost  of  the  War,"  /ovmoZ  of  iks  Bajfal  StaUsUcol  SoeUty,  May,  1915. 
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resents  material  things;  according  to  the  sounder  view  money 
value  of  men  forms  no  part  of  it. 

The  only  possible  way  in  which  a  comparison  can  be  established 
is  to  compute  the  total  value  of  aU  workers  in  a  nation  and  to  in- 
crease the  national  wealth  by  that  aggregate.  Total  direct  and 
indirect  costs  of  war  which  include  capitalized  value  of  work- 
ers who  have  been  put  out  of  existence  can  then  be  compared  coi^ 
rectly  with  national  wealth  increased  to  include  the  value  of  all 
workers. 

A  second  and  better  method  is  to  separate  the  rather  doubtful 
computation  covering  the  money  value  of  human  life  from  other 
indirect  costs  and  present  it  alone. 

Costs  of  the  Present  War 

The  following  summary  of  costs  of  war  to  August,  1916,  has  been 
drawn  principally  from  figures  presented  in  Mr.  Crammond's 
paper.  They  comprise  the  direct  cost  of  war  to  the  nations  con- 
cerned and  to  individuals,  but  not  the  capitalized  value  of  lives  lost. 

Within  the  brief  period  covered  by  this  war  Belgium  has  been 
denationalized,  and  industrial,  commercial,  and  financial  life  have 
been  gravely  impaired.  Considered  by  leading  towns  the  loss  of 
property  amounted  to  more  than  one  billion  dollars,  to  which 
should  be  added  the  direct  cost  of  the  Belgian  army  and  the  loss 
of  production.  Up  to  August  1,  1915,  the  aggregate  loss  of  Bel- 
gium seems  to  approximate  two  billion  four  hundred  million 
dollars. 

In  France  the  losses  have  been  so  great  and  arise  from  such  a 
variety  of  causes  that  one  is  constrained  to  admire  the  fortitude  of 
the  French  people,  bearing  as  they  do  not  only  the  costs  of 
prosecuting  the  war,  but  also  the  burden  resulting  from  devasta- 
tion and  loss  of  territory.  Some  of  the  most  important  manufac- 
turing districts  of  France  were  ravaged  during  the  advance  of  the 
German  army  toward  Paris.  The  total  losses  through  destruction 
in  the  twelve  departments  invaded  have  been  placed  at  eight 
hundred  million  dollars.  Raw  materials  valued  at  two  hundred  and 
fifty  million  dollars  were  seized.  Grerman  troops  still  occupy 
about  seven  thousand  square  miles  of  French  territory.  Consider- 
ing the  direct  cost  of  war,  the  loss  of  national  income,  and  the 
destruction  of  property,  the  total  loss  ascribed  to  France  up  to 
August  last  approximated  nearly  six  and  three  quarters  b31i<m 
dollars. 
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A  computation  made  in  the  early  spring  of  1916  cannot  be  ac- 
cepted as  possessing  the  same  accuracy  for  Russia  as  similar  com- 
putations for  other  countries.  So  extensive  was  the  destruction 
of  property  during  the  successive  defeats  of  the  Russian  army  from 
March  to  October,  1915,  that  the  addition  reasonably  can  be  made 
of  two  billions  of  dollars  to  the  total  of  more  than  six  billions  al- 
lotted by  Mr.  Crammond  as  the  Russian  contribution  to  the  toll 
of  war  loss. 

The  Austro-Hungarian  losses,  comprising  direct  loss  in  cost  of 
war  to  the  Imperial  Grovemment  and  the  loss  of  production  and 
the  destruction  of  property  in  Austrian  provinces,  is  set  approx- 
imately at  six  and  a  quarter  billions  of  dollars. 

Much  attention  is  paid  by  the  English  statistician  to  the  losses 
estimated  to  have  been  incurred  by  the  German  Empire.  After 
an  exhaustive  discussion  of  the  German  expenditures,  he  discovers 
the  cost  to  have  been  greater  than  that  incurred  by  any  other 
nation.  The  total  loss  is  represented  by  direct  cost  of  war  to  the 
government  and  cities,  loss  of  agricultural  production,  of  manufac- 
turing products,  of  interest  on  investments  abroad,  of  earnings 
from  shipping  and  from  banking  houses,  and  profits  of  insurance 
and  mercantile  houses  engaged  in  business  abroad,  totalling  more 
than  nine  billions  of  dollars. 

It  would  not  be  just  to  suggest  that  Mr.  Crammond  was 
biased  in  his  analysis  of  German  losses,  but  the  suspicion  arises 
that  he  found  the  task  of  compiling  this  particular  chapter  so 
congenial  that  he  applied  himself  to  it  with  renewed  and  rather 
exceptional  diligence,  so  that  few  classes  of  loss  were  overlooked. 
In  short,  while  the  accuracy  of  the  computation  of  German  loss  is 
not  challenged,  it  is  possible  that  the  total  loss  reported  for  Ger- 
many is  a  little  larger  proportionately  than  for  the  other  nations. 
Had  their  operations  been  subjected  to  the  same  intensive  exami- 
nation possibly  additional  losses  might  have  developed.  These 
suspicions  are  not  allayed  by  Mr.  Crammond's  opinion  that  **the 
spectre  of  famine  will  haunt  the  German  people  long  before  the 
1915  harvest  is  gathered.** 

The  loss  of  the  United  Kingdom  is  comprised  under  these  items : 
loss  to  the  Government  and  the  overseas  dominion,  loss  of  produc- 
tion, and  loss  of  income  from  banking  profits.  The  aggregate  loss 
is  set  at  less  than  five  billions  of  dollars.  With  this  total  the  Eng- 
lish statistician  arrives  at  a  loss  for  his  own  nation  far  less  than 
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bj  a  British  cabinet  minister  in  September  to  provide  for  tbt 
probable  war  expenditure  for  lesi  than  seven  months  of  the  im- 
mediate future  were  raised  two  months  later  one  and  a  half  billioi 
dollars  to  cover  the  same  period. 

Mr.  Crammond  estimated  British  government  expenditure  for 
the  first  year  of  hostilities,  that  is,  to  August,  1915,  at  approxi- 
mately $8,500,000,000.  Eight  months  later,  however  (April  1, 
1916),  the  war  debt  will  stand  at  $9,000,000,000, — if  the  amount 
is  not  again  raised. 

The  foregoing  statement  illustrates  the  gathering  volume  of 
war  cost,  vast  as  it  was  earlier  in  the  conflict,  and  also  the  diffi- 
culties which  confront  the  atatisttcian  who  attempta  to  measure 
war  in  the  making.  It  b  clearly  evident  from  the  changed  pro- 
portions of  British  war  expenditure  (typical  of  that  in  progreii 
in  both  groups  of  belligereata)  that  the  aggregate  of  $39,696, 
774,000,  already  noted,  which  comprised  direct  and  some  indirect 
loss  and  the  expenditures  of  small  nations  and  of  mobilized  neu- 
trals to  August  1,  1915,  long  since  has  been  left  far  behind.  War 
costs  generally  appear  to  have  been  increasing,  and  thia,  perbapit 
must  be  expected  for  a  time.  The  aggregate  costs  during  the  Srtt 
year  of  the  war,  approximating  $40,000,000,000,  computed  on  the 
same  basis,  have  now  advanced  to  nearly  $55,000,000,000  and 
will  have  mounted  to  approximately  $80,000,000,000  by  August  1 
1916,  the  end  of  the  second  year. 

Incomprehensible  as  this  total  is,  there  is  no  certainty  that  its 
magnitude  is  sufficiently  overwhelming  to  compel  peace.  More- 
over, in  the  shadow  of  colossal  expenditure  for  prosecuting  the 
war  and  the  heavier  burden  of  indirect  cost  lurks  the  probability 
of  oppressive  indemnity. 

Capitalized  Value  of  Human  Life 

Some  reference  is  appropriate  here  to  that  perplexing  item  of 
indirect  cost  of  war  represented  by  loss  of  human  life.  Whatever 
diversity  of  opinion  may  exist  concerning  the  amount  or  influence 
of  this  loss,  we  shall  agree  that  the  death  or  total  incapacity  of 
millions  of  the  strongest  and  most  capable  men  in  the  great  natioai 
of  Europe  inflicts  upon  each  a  grievous  loss,  not  only  in  human 
strength,  but  in  capital  and  income.  We  also  shall  agree  that  no 
standard  for  this  loss  can  be  established  without  a  general  knowl- 
edge of  the  size  and  value  of  the  whole  age  group  from  whieb 
those  who  are  killed  or  incapacitated  arc  withdrawn. 
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DiBSCT  AKD   iKlinUECT  CoST  OP   WaH  TO   JULT  Sl»   1915 

Belgium   |9,S64^S80/)00 

France    6^04»69i>000 

Russia  8A46,000/)00 

Great  Britain MT«,880/)00 

Austria-Htingan-  6,133,390,000 

Germany  9,914,560,000 

Italy 1,158,000,000 

Turicey,  Servia,  Bulgaria,  and  loss  of  neu- 
tral nations,  estimated 1,500,000,000 

Total    $39,696,774,000 

If  we  classify  this  total  by  allied  nations  it  appears  that  up  to 
the  end  of  July,  1915,  Grermany  and  her  allies  had  incurred  a  loss 
of  approximately  seventeen  billion  dollars,  while,  to  the  same  date, 
France,  Great  Britain,  and  their  allies  incurred  a  loss  of  more  than 
twenty-two  billions.  Although  these  figures  are  beyond  the  power 
of  the  human  mind  to  grasp,  they  do  not  adequately  repRsent  the 
present  costs  of  the  great  war. 

The  date  to  which  Mr.  Crammond's  computation  was  projected 
(August  1,  1916)  long  since  has  passed.  With  the  approach  of 
the  year  1916  no  signs  of  peace  appear,  but  expenditures  increase. 
The  British  Chancellor  of  the  Exchequer,  speaking  in  September, 
estimated  that  the  war  debt  of  Great  Britain  would  amount  to 
$7,500,000,000  by  April  1, 1916.  In  the  same  month  (September 
15)  the  Prime  Minister  informed  the  House  of  Commons  that  the 
expenditure  had  averaged  $18,500,000  daily  from  April  1  to  the 
end  of  June;  from  July  1  to  17,  $15,000,000  daily;  and  from  July 
18  to  September  11  over  $17,500,000  daily.*^  Carrymg  forward 
this  narrative  of  rising  costs,  the  Prime  Minister  announced  on 
November  10  that  the  daily  expenditure  from  September  12  to 
November  6  averaged  $21,041,000,  and  that  during  the  next  two 
months  war  costs  were  likely  to  reach  almost  $25,000,000  daily. 
He  further  stated  that  the  new  credits  requested  would  provide 
for  British  war  expenditures  and  loans  to  February  16,  1916,  at 
which  date  the  government  war  loans  would  total  approximately 
$8,000,000,000.®  This  indicates  that  from  the  Chancellor's  esti- 
mate of  early  September  the  war  debt  increased  half  a  billion 
dollars  and  the  period  over  which  the  smaller  sum  had  been  ex- 
pected to  extend  was  not  reduced  by  six  weeks, — costly  weeks  still 
to  be  covered  at  $25,000,000  per  day.    Thus  the  estimates  made 

■  Circular  of  the  National  Citjf  Bank  of  New  York,  October,  1915,  p.  5. 
•Boetan  Herald  Cable  Dispatch,  Nor.  11,  1915, 
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If  this  valuation  be  applied  to  all  male  workers  of  virile  age  in 
the  six  powers  at  war,  already  computed  to  number  80,000,000, 
it  appears  that  the  aggregate  capitalized  value  of  human  life 
represented  in  this  element  of  the  population  is  $^4,640,000,000. 

It  has  been  estimated  by  Dr.  S,  N.  D.  North,  the  statistician 
of  the  Carnegie  Foundation  for  International  Peace,  that  in  July, 
1915,  the  armies  of  the  warring  nations  aggregated  approximately 
28,875,000  men.  To  this  should  be  added  the  Italian  and  Bui* 
garian  armies  estimated  at  1,400,000,  the  new  Russian  armies  and 
new  levies,  aggregating  in  all  perhaps  6,500,000  men.  Hence,  in 
the  absence  of  more  definite  information,  the  aggregate  number  of 
men  called  to  the  colors  by  the  end  of  the  second  year  may  be  set  at 
80,000,000.  Losses  for  the  first  year  were  computed  by  Mr. 
Crammond  to  range  from  11  per  cent  to  88  per  cent.  Assuming 
the  war  to  last  for  two  years,  40  per  cent  would  be  a  moderate 
approximation  of  loss  likely  to  cover  service  mortality  and  in- 
capacitated survivors.  Such  proportion  would  imply  a  loss  from 
all  causes  of  fighting  men  to  the  number  of  12,000,000.  The 
capitalized  value  of  this  number  of  human  beings  upon  the  basis 
of  the  previous  computation  of  human  war  loss  would  be  $86,196,- 
000,000,  or  about  one  sixth  of  $285,000,000,000,  previously 
computed  as  the  capitalized  value  of  all  males  of  virile  age  in 
these  nations. 

Attempts  to  capitalize  the  value  of  human  life  proceed  neces- 
sarily from  an  uncertain  base.  Even  if  a  definite  valuation  be 
established,  the  number  killed  and  incapacitated  in  the  present  war 
is  now  and  will  long  continue  to  be  a  matter  of  conjecture.  Of 
doubtful  value  under  the  most  favorable  conditions,  the  foregoing 
computation  of  capitalized  value  of  human  life  is  included  here 
principally  as  an  illustration  of  the  magnitude  of  indirect  loss  in 
this  war, — ^a  loss  made  more  striking  by  being  expressed  in  terms 
of  money  value. 

Let  us  not,  however,  fall  into  the  error  of  concluding  that  the 
nations  at  war  are  wrecked  or  impoverished,  or  that  these  extreme 
conditions  will  obtain  even  at  the  end  of  another  year  of  warfare. 
The  human  race  has  busied  itself  through  the  ages  with  two  prin- 
cipal tasks:  destruction  and  rebuilding.  The  history  of  Europe 
is  a  record  of  almost  ceaseless  conflicts,  many  of  which  lasted  to 
the  point  of  actual  exhaustion.  In  the  great  march  of  events  it 
matters  little  whether  Hannibal  is  devastating  the  plains  of  Italy 
or  the  German  is  obliterating  Belgium, — or  annihilating  Serbia. 
In  our  time  population  and  wealth  have  greatly  increased,  conse- 
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quently  the  absolute  figures  of  carnage  and  waste  are  much  greater, 
but  proportionately  the  change  is  less  pronounced. 

If  we  agree  that  destruction  today  is  vast  and  recovery  to- 
morrow vast  also,  is  there  no  measurement  to  be  contrived  from 
past  experience  with  which  we  may  in  a  manner  determine  debt 
limitations,  and  by  which  we  may  reassure  ourselves  concerning 
population  recovery? 

We  observe  that  a  certain  vague  similarity  exists  between  the 
events  in  Euroge  a  century  ago  and  those  of  the  present  time, 
since  the  great  powers — and  for  the  most  part  the  same  powers 
though  with  different  alignment-^— are  again  at  war.  What  light, 
if  any,  is  to  be  thrown  upon  modem  war  problems  by  the  popula- 
tion and  debt  conditions  which  prevailed  at  the  close  of  the 
Napoleonic  Wars? 

Population  at  the  Close  of  the  Napoleonic  Wars 

In  the  year  1816  the  great  nations  were  emerging  exhausted 
from  the  then  greatest  conflict  the  world  had  known.  These  re- 
curring wars  had  involved  most  of  Europe,  and  had  lasted,  with 
brief  periods  of  armed  peace,  from  1798  to  1815*  During  this 
period  of  twenty-two  years  the  upheavals  of  society  in  France 
and  in  Great  Britain,  and  great  industrial  changes,  created  a 
widespread  demand  for  statistical  information  and  led  to  the 
establishment  of  periodic  census  taking.  From  these  returns  and 
for  other  nations  from  such  computations  as  have  weight,  the 
population  in  1816  of  the  countries  now  at  war,  appears  to  have 
been  164,890,148. 

POPUIJITIOK    IK    1816   OF  THE    NaTIOKS   AT  WaE  HT    1915 

Russia  (Europe)    45,000,000* 

France   99,«7«4*8" 

Austria 97fi00fl00^ 

Germany  «i,888,000» 

United  KingdoTn    19,500,000»» 

Italy    1W80,9»5« 

Total    164390,148 

^Stateman'i  Year  Book,  1915,  p.  1979. 
^Ceniu$  of  France,  1911,  p.  16. 

'Computed  from  Levassenr  and  Bodio,  D#  la  8up$rfieU,  etc.,  pp.  46,  54,  91. 
Computed  from  Bertillon,  8tati$tique  Internationale  reeultant  dee  Reeenee- 
menu  de  la  pofmlation  exe4cut4e  dane  lee  divere  Paye  de  VEurope  de  le  xigp 
Sieele,  etc.     (Paris.  1899),  pp.  9T,  SO,  34,  70. 
>«Wbitaker*s  Almanac,  191^. 
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The  population  of  Europe  in  1816  was  composed  largely  of 
peasantry,  supporting  themselves  from  the  soil.  The  number  of 
inhabitants  per  square  mile  in  the  nations  here  considered,  exclusive 
of  Russia,  varied  from  104  in  Austria-Hungary  to  166  in  the 
Italian  states.  This  remarkable  uniformity  reflected  the  gener- 
ally agricultural  character  of  the  nations.  After  a  quarter  of  a 
century  of  recurring  wars  most  of  the  people  were  poor  and  be- 
reaved, and  countryside  and  city  were  war-scarred.  The  eco- 
nomic changes,  however,  which  were  impending  were  of  the  most 
revolutionary  character. 

By  1816  the  application  of  steam  to  industrial  and  transporta- 
tion uses  was  opening  in  Europe  a  new  realm  of  activity  and 
profit,  by  which,  with  safe  and  rapid  interchange  of  products,  em- 
ployment was  provided  for  additional  millions.  Moreover,  here 
was  actually  an  invitation  to  nations  already  well  populated  and 
having  small  geographic  areas  to  increase  their  population. 

After  the  passage  of  100  years  (in  1914)  the  population  of  the 
great  powers  now  at  war  was  as  follows : 

POPULATIOK  IK  1914  OF  THE  NaTIOITS  AbOUT  TO  ESTOAOE  XV  WaE 

Russia  (In  Europe,  including  Poland) 141,679,170" 

Germany    68,449,969* 

Austria    51,080,081" 

United  Kingdom    46,498,959" 

France   89,947,699* 

Italy  35^97,784^ 

Belgium  7,747,441« 

Total    390,993,409 

To  increase  due  to  mdustrial  growth  Russia  proved  an  excep- 
tion. Increase  came  to  the  Russian  Empire  in  liberal  measure  be- 
cause vast  areas  of  fertile  land  and  many  natural  advantages 
offered  support  and  invited  increase,  so  that  the  population  of 
European  Russia  tripled  in  the  century  from  1816  to  1914. 

"8tatesman'9  Year  Book. 

^Cemut  of  Germany,  1910,  Ft  9,  pp.  940^3;  Census  U.S.,  1910,  VoL  1, 
p.  959,  Table  8. 

^^Cemui  of  Awtria,  1910,  VoL  1,  Pt  1,  p.  49;  Cemm  of  Hmngary,  1910, 
p.  14;  Cemw  of  U.8.  VoL  1,  p.  959,  Table  8. 

^Cen9u$e$  of  England,  Wales,  Scotland,  Ireland,  1911. 

^Ceneue  of  France,  1901,  p.  978;  1911,  Pt  9,  pp.  940-53. 

»  Census  of  Italy,  1911,  VoL  9,  p.  638,  Tuble  4;  Census  UJ5,,  1910,  VoL  1,  p. 
252,  Table  8. 

» Census  of  Belgium,  1910,  VoL  9,  p.  470. 
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In  Austria  the  inhabitants  i>er  square  mile,  104  in  1816»  became 
196  in  1914. 

France  lagged  behind  in  population  growth.  The  number  of 
inhabitants  per  square  mile  increased  from  148  in  1816  to  198  in 
1914.  This  was  substantially  the  same  as  that  attained  by  Austria 
upon  larger  area* 

In  the  United  Kingdom  160  inhabitants  i>er  square  mile  in  1816 
became  882  in  1914.  Possessing  colonies  around  the  world — sev- 
eral of  them  empires  in  themselves — the  mother  country  became 
the  manufacturing  and  urban  centre  for  the  empire.  Therefore 
dense  population  in  the  United  Kingdom  does  not  necessarily  indi- 
cate congestion.  Italy,  having  the  smaUest  geographic  area  of  the 
group  of  nations  here  considered,  increased  in  the  number  of  in- 
habitants per  square  mile  from  166  to  821. 

The  most  significant  changes  occurred  in  the  area  which  became 
the  Grerman  Empire.  In  1816  the  inhabitants  of  Prussia  and  the 
other  Grerman  states  numbered  1S8  i>er  square  mile.  Under  the 
spur  of  amazing  industrial  development  and  perhaps  in  some  un- 
conscious way  influenced  by  the  conviction  of  destined  world  power, 
the  inhabitants  of  Grermany,  though  possessing  small  geographic 
area,  grew  so  rapidly  in  numbers  that  they  tended  to  congestion. 
In  1914  the  population  of  the  Grerman  Empire  approached 
70,000,000,  having  thus  increased  to  nearly  three  times  the  popu- 
lation shown  in  1816  upon  practically  the  same  area,  a  rate  of  in- 
crease exceeded  only  by  Russia. 

Colonial  outlets,  which  the  United  Kingdom  found  so  efficacious 
in  meeting  the  same  problem,  were  of  doubtful  value  to  Grermany, 
or  if  of  ultimate  value,  were  slow  of  development.  Emigra- 
tion, the  other  main  source  of  relief,  also  failed.  From  1890 
to  1910  the  number  of  persons  in  the  United  States  bom  in  Grer- 
many decreased  in  number  288,661.^^ 

Austria  and  Italy  found  an  outlet  for  a  part  of  their  surplus 
population  by  liberal  emigration  to  other  lands.  In  twenty  years, 
from  1890  to  1910,  the  number  of  Austro-Hungarians  in  the 
United  States  increased  from  808,812  to  1,670,624.  Italians  m- 
creased  from  182,580  in  1890  to  1,848,125  in  1910,  but  German 
emigration  declined  to  a  negligible  figure.^^  German  increase, 
therefore,  all  appeared  in  Germany.     The  number  of  inhabitants 

•r.  8.  C§niM9,  1890,  Pt  1,  p.  607;  1010,  Abstract,  p.  190. 
*The  total  emigration  from  the  German  Empire,  1909-13,  inclusive,  was 
117,630.     (8tate9man'9  Year  Book,  191S,  p.  998.) 
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jfiT  square  mile  in  the  empire  increased  from  1^  in  1816  to  S28 
in  1914.  In  short,  in  the  great  plan  of  preparedness,  since  1816 
child-bearing  has  been  first  in  importance  to  the  Grerman  Empire. 

Of  the  six  great  nations  here  considered,  Grermany  has  thus  re- 
vealed exceptional  characteristics.  It  possessed  in  1914  small 
area,  supported  a  huge  and  increasing  population,  exhibited  limit- 
less self-confidence,  and  provided  no  outlet  for  its  surplus  numbers. 

But  if  it  was  evident  that  the  increase  in  the  number  of  the 
German  people  was  finding  no  adequate  outlet  and  that  the  char- 
acteristics and  temper  of  the  nation  were  such  as  to  suggest  re- 
version to  age-old  methods  of  reducing  population  pressure,  what 
shall  be  said  today?  Should  Germany  win  the  present  contest, 
doubtless  congestion  will  be  relieved,  as  it  has  been  relieved  through 
the  ages,  by  absorption  of  conquered  territory.  In  that  event 
the  drama  now  being  enacted  before  the  modem  world  will  have 
been  simply  the  repetition  (with  a  few  concessions  to  civilization 
compared  with  ancient  practices)  of  those  great  population  move- 
ments which  in  the  past  arose  generally  in  Asia  and  swept  over 
vast  areas  with  fire  and  sword. 

But  if  Grermany  does  not  win,  if  the  opposing  nations  succeed 
in  controlling  this  natural  rising  of  a  great  human  tide,  and  con- 
fine the  Grerman  race  again  within  its  narrow  bounds,  what  then? 
In  that  event  we  shall  agree  that,  if  national  calamity  does  not 
impair  fertility,  the  present  blood-letting  process  by  war  could 
not  long  relieve  population  congestion.  Courage  and  virility  can 
repair  human  losses  for  Grermany  within  a  decade  or  two,  and  then 
the  process  of  steadily  increasing  population  pressure  must  begin 
again.  Except  that  one  trial  has  failed  because  mistakes  were 
made,  in  what  respect  would  the  new  population  condition  then 
submitted  to  the  statistician  for  interpretation  differ  from  that 
which  actually  existed  a  decade  ago? 

Replenishing  Human  Loss 

We  have  thus  considered  some  aspects  of  normal  population 
change  in  the  powers  now  at  war.  In  what  respect  are  the  losses 
occasioned  by  the  war,  and  the  influences  of  the  great  conflict, 
likely  to  affect  the  future  population  of  the  nations  involved? 

For  the  census  decade  nearest  to  1914,  population  in  the  powers 
now  at  war  increased  as  follows: 
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Popui^TiOK  Increase  of  the  Powbis  kow  at  Wae  as  Showk  bt  the 

Larct  Ckviuiii 

Russia    37448,449 

Gcnnany    8,635,060 

Austria-Hungary    4,053,164 

Great  Britain 3,761,439 

Belgium  730,996 

France   348,949 

Italy   9,196,194 

Total    46,836,730 

Assuming  the  births  to  be  divided  with  practical  equality  be- 
tween the  sexes,  the  males  bom  in  these  nations  during  this  ten- 
year  period  exceeded  those  dying  by  approximately  28,000,000. 
Elsewhere  it  has  been  estimated  that  the  war  losses  in  human  life 
will  approximate  12,000,000  by  July  next.  Upon  the  antebellum 
basis  of  increase,  to  replenish  such  loss  would  require  more  than 
five  years'  product  of  male  births.  Obviously  a  five-year  period  is 
too  short.  The  population  group  of  approximately  88,000,000 
males  of  virile  age  will  have  been  reduced  by  nearly  fourteen  i>er 
cent.  While  it  is  impossible  to  predict  the  effect  upon  population 
of  sharp  reduction  in  the  number  of  males  possessing  high 
virility,  it  is  probable  that  clear  evidoice  of  such  reduction  will 
appear.  In  some  cases  where  increase  long  has  been  slow,  as  in  tiie 
case  of  France,  there  is  a  grave  possibility  that  the  loss  may  never 
be  recovered. 

There  is  another  factor  to  be  here  considered.  Before  the  be- 
ginning of  the  present  war  males  were  in  a  decided  minority  in  all 
six  powers  involved.  Though  the  disproportion  varied  somewhat, 
the  excess  of  females  reached  the  rather  remarkable  aggregate  of 
5,600,000.^^    Emigration  to  America  was  in  part  responsible  for 

**£xcE88  OF  Females  1910-1911 

Great  Britain 1,398,695 

France   634,000 

Germany    841,800 

Austria-Hungary    699,711 

Russia  (including  Poland)    1,344,400 

Italy   697,997 

Belgium   69,906 

Total    5,538,739 

(Derived  from  official  census  tables  specified  in  notes,  page  104,  except  for 
Russia,  for  which  figures  are  compiled  from  the  Ruttiati  Year  Book,  1919,  and 
France,  for  which  the  excess  is  computed  from  the  census  of  1906.) 
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this  condition  though  it  occurs  also  in  countries  from  which  there 
are  few  departures.  Added  to  the  direct  war  loss  of  approxi- 
mately 12,000,000,  the  male  sex  may  be  expected  to  begin  the  new 
era  of  peace  to  be  hoped  for  after  the  dose  of  this  war  17,600,000 
less  in  number  than  the  female  sex. 

We  are  confronted  here  by  two  interesting  statistical  problems 
toward  the  solution  of  which  no  previous  data  exist. 

First,  wiU  the  new  and  grave  asjiect  of  life  which  accompanies 
the  tragedies  and  momentous  events  of  war,  will  bereavement,  loss 
and  quickened  patriotism,  and,  above  all,  will  instinct,  lead  the 
men  and  women  who  survive  and  take  up  the  burdens  of  home  and 
nation  after  this  war  to  make  good  by  increased  fertility  the  loss 
in  strong  men  which  Europe  has  sustained? 

Second:  At  the  beginning  of  the  nineteenth  century,  France, 
because  of  constant  wars,  was  found  to  be  reduced  in  proporticm 
of  males  to  females  as  950  to  1000.^^  This  proportion  applied  to 
the  aggregate  population  of  the  six  powers  at  war  would  result 
in  an  excess  from  all  causes  of  approximately  ten  millions  of  fe- 
males. Upon  the  assumption  of  an  early  termination  of  hostili- 
ties, the  foregoing  analysis  has  shown  that  an  excess  of  not  less 
than  17,600,000  females  is  to  be  expected  at  the  close  of  the 
present  war.  This  excess  would  represent  for  every  1000  womoi 
but  914  men. 

Nature  equips  the  male  to  meet  emergencies  of  reasonable  sex 
disproportion  and  through  the  ages  seemingly  has  expected  this 
condition  to  exist.  But  the  impending  disproportion  in  Europe 
will  be  unusual.  It  is  possible,  indeed,  that  sex  equilibrium  may  be 
so  distributed  as  to  affect  social  and  economic  conditions  for 
several  decades.  What,  therefore,  is  to  be  the  effect  on  population 
change  of  the  great  excess  of  women? 

No  statistician  of  our  time  has  expected  to  see  these  problems 
worked  out  to  a  solution  during  his  own  lifetime,  nor  has  he  ex- 
pected a  solution  to  appear  for  many  decades,  yet  before  us  in 
the  quick  march  of  events  that  are  to  follow  the  war  which  is  now 
being  waged,  some  great  natural  law  will  begin  to  reveal  itself, 
under  the  influence  of  which  men  and  women  will  set  about  the 
early  repair  of  human  loss,  or  else  one  or  more  of  the  nations  in- 
volved in  this  conflict  will  face  continued  weakness,  which  is  certain 
to  lead  to  destruction  or  absorption  at  no  distant  date. 

"  Mulhall,  Dictionary  of  8tatiitie9. 
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Measurement  of  Indehtedneu 

There  remains  to  apply  briefly  some  measurement  to  changes  in 
national  indebtedness  and  increases  due  to  the  cost  of  war. 

Utilizing  again  the  historic  year  1816  from  which  to  establish 
comparisons,  the  national  indebtedness  in  that  year  of  the  nations 
now  at  war  was  as  follows : 

Natioxai.  Dest  IK  1816  of  Powers  xow  at  Wae 


CJountry 

National  Debt" 

Per  Capita 

Germany 

$195,000,000 

$5.00 

Italy 

135,000,000 

7.00 

France 

950,000,000 

9.00 

Austria 

415,000,000 

14.00 

Russia 

765,000,000 

17.00 

Great  BriUin 

4,509,180,000 

994.00 

$6,189,180,000 

In  1791,  at  the  outbreak  of  the  French  Revolution,  the  national 
debt  of  France  had  reached  burdensome  figures,  amounting  to 
$2,275,000,000,  a  per  capita  debt  of  about  $85.  This  was  the 
largest  debt  in  the  world  at  the  close  of  the  eighteenth  century, 
the  next  largest  being  that  of  Great  Britain  which  approximated 
$70  per  capita.  The  French  Revolution  summarily  disposed  of 
the  problem  and  burden  of  the  national  debt.  Most  of  it  was 
repudiated.  Therefore,  when  France*  emerged  from  her  troubled 
era  of  victory  and  defeat,  in  1816,  the  acknowledged  debt  as  in- 
cluded in  the  table  above  was  little  more  in  amount  than  one  tenth 
of  the  repudiated  debt. 

Of  greater  interest  and  significance  was  the  debt  of  Great 
Britain.  It  greatly  exceeded  the  combined  debt  of  the  five  other 
powers,  indicating  that  for  twenty-three  years  in  victory  and  de- 
feat the  British  nation  had  borne  the  burden  of  financing  the 
Napoleonic  Wars. 

In  1798  the  national  debt  of  the  United  Kingdom  approximated 
more  than  $1,000,000,000,  representing  the  accumulated  debts  of 
the  Marlborough  campaigns  in  the  reign  of  Queen  Anne,  the  debts 
of  the  first  two  Georges,  and  that  incurred  in  connection  with  the 
American  Revolution.  To  this  total  the  Napoleonic  Wars  added 
$8,007,501,715,  resulting  in  1816  in  the  great  aggregate  indebted- 
ness recorded  above,  of  $4,500,000,000. 

^  In  1816  or  the  nearest  year  for  which  figures  are  available. 
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The  national  wealth  of  Great  Britain  in  1816  has  been 
at  $12,6005000,000.^^  Hence  the  public  debt  was  equivalent  to 
more  than  one  third  of  the  national  resources.  The  relationship  is 
more  striking  when  reduced  to  a  per  capita  basis.  The  wealth  per 
capita  being  $625  and  debt  $224. 

In  1914  the  national  wealth  of  Great  Britain  was  $88,000,000,- 
000,  a  seven  or  eightfold  increase  in  one  hundred  years.  The  per 
capita  wealth  was  thus  $1825.  If  the  proportion  of  debt  to  wealth 
which  existed  in  1816  should  be  reached  by  the  end  of  this  war, 
the  debt  per  capita  would  amount  to  $654,  consequently  the  Brit- 
ish national  debt  could  reach  the  colossal  total  of  $80,476,000,000, 
and  still  bear  merely  the  same  proportion  which  national  debt  per 
•capita  bore  to  national  wealth  per  capita  a  century  ago.  Yet 
it  does  not  follow  that  Great  Britain,  having  carried  a  debt  equal 
to  one  third  of  the  national  wealth  in  1816,  can  duplicate  this 
achievement,  even  if  necessary,  in  1916. 

We  all  shall  agree  that  the  increase  in  national  wealth  makes 
it  possible  for  the  per  capita  burden  of  debt  in  1916  to  be  some- 
what increased  over  that  borne  in  1816. 

But  the  extent  of  the  increase  beyond  the  earlier  figure  is  an- 
other matter.  Material  increase  in  dead-weight  debt  beyond  the 
per  capita  actually  borne  in  1816,  without  disaster  in  some  form, 
is  open  to  grave  doubt.  It  must  be  remembered  that  the  real  value 
of  our  modem  standard  of  measuring  resources  known  as  ^^national 
wealth"  has  never  been  tested  before  under  strenuous  demands  of 
war. 

Fortunately  for  Great  Britain,  in  1816  the  civilized  world  was 
on  the  eve  of  an  industrial  awakening  having  no  precedent  in 
earlier  history.  The  United  Kingdom  led  in  this  form  of  develop- 
ment. The  nation  advanced  in  national  wealth  by  rapid  strides. 
Thus  the  burden  of  debt,  so  heavy  at  the  close  of  the  Napoleonic 
period,  decreased  until  it  ceased  to  be  a  burden,  and  the  debt  be- 
came merely  a  permanent  and  easily  borne  charge.  After  1916, 
however,  it  is  unlikely  that  the  nation  can  duplicate  the  era  of  in- 
dustrial creation  which  followed  1816.  It  will  be  no  easy  task 
merely  to  retain  undiminished  the  great  volume  of  business  pre- 
viously secured.  It  will  be  well-nigh  impossible  materially  to 
increase  it.  Hence  repetition  in  our  time  of  the  nation's  success 
in  lightening  the  burden  of  debt  existing  in  1816  by  phenomenal 
increase  in  resources  is  not  to  be  expected  unless  new  avenues  of 
wealth  appear. 

"*Sir  George  Paish,  in  the  Ix>ndon  StatUt, 


iThe  Economic  CoiU  of  War 


111 


Thus  far  in  this  discussion  of  indebtedness  existing  in  1816  as 
affording  some  means  of  measuring  public  indebtedness  at  the  out- 
break of  the  present  war,  attention  has  been  devoted  principally  to 
Great  Britain  as  the  actual  debt  bearer  of  the  earlier  period.  It 
has  been  pointed  out  that  during  the  century  from  1816  to  1914 
population  increased  greatly  in  all  of  the  six  powers  here  included. 
Hence  consideration  of  the  following  table  which  presents  indebted- 
ness for  each  of  the  powers  as  it  would  have  been  in  1914  if  com- 
puted on  the  basis  of  tlie  per  capita  debt  existing  in  1816,  in 
comparison  with  the  actual  public  debts  of  these  powers  in  1914 
proves  of  some  significance. 

National  Debt  as  It  Would  Bb  ik  1914  ox  1816  Basu^  ako  Actual  Debt 


Country 

Debt  as  it  Would 

Have  Been  in  1914 

on  the  1816  per 

Capita. 

Actual 
Debt  in 
1914«« 

Actual 
per 

Capita 

Germany 

Italy 

Austria 

France 

Great  Britain 

Russia 

$889,060,000 

349,184,488 

711354^000 

3,439,800,000>* 

10,438,400,000 

9,136,696,521 

$4,860,000,000 
9,536,990,000 
3,790,800,000 
4,939,900,000 
3,199,448,463 
4,599,700,000 

$79 
61 
75 

194 
68 
36 

$17,997,445,009 

$33,905,768^3 

$65 

Inspection  of  this  table  reveals  that  the  rough  similarity  of  the 
theoretical  or  computed  debt  to  the  actual  debt  is  produced  by  the 
huge  contribution  of  Great  Britain;  therefore  one  is  tempted  to 
doubt  the  accuracy  of  including  such  an  exceptional  figure.  It  is 
clear,  however,  that  in  the  computation  the  aggregate  only  is  of 
interest,  because  Great  Britain  incurred  financial  burdens  which 
other  nations  obviously  must  have  contracted  and  carried  in  order 
to  oppose  France  had  Britain  not  done  so.  It  is  clear  also  from  this 
measurement  of  European  indebtedness  in  terms  of  the  debt  of 
1816,  that  although  the  debts  of  the  earlier  period  represented  in 
most  instances  the  accumulated  expense  of  long,  frequent,  and 
costly  conflicts,  and  although  in  proportion  to  wealth  and  popu- 
lation they  formed  exceptionally  heavy  national  burdens,  the  cen- 
tury of  peace  which  followed  terminated  with  all  the  nations  in- 
cluded in  this  analysis,  except  Great  Britain,  bearing  much  larger 

*■  Compiled  from  Whitaker's  Almanac,  1915. 
*Per  capita  base  includes  debt  repudiated  in  1793. 
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absolute  and  per  capita  indebtedness  than  would  have  resulted  if 
the  debt  had  remained  in  the  1816  proportion.  This  increase  of 
debt  in  time  of  peace,  and  under  conditions  seemingly  favorable 
to  national  economy,  reflects  the  influence  of  increased  national 
wealth.  The  national  wealth  of  the  six  powers  in  1914  was  as 
follows : 

Natiokal  Wealth  nt  1914  of  the  Poweiu  at  Wak 

Great  Britain  $88»060,000,0(XP 

Germany BSjiSOflOOfiOCF* 

Russia  60,160,000,00(P 

France Sd^OOOfiOOfiOCF*^ 

Austria  66^80,000,0(XP 

Italy 90,000,000,00(P 

Belgium  19,000,000,000" 

Total    $378,050,000,000 

On  the  basis  of  British  increase  in  national  resources  during  the 
century  following  I8I65  the  aggregate  wealth  of  the  six  nations 
specified  could  not  have  exceeded  $60,000,0005000  at  the  close  of 
the  Napoleonic  Wars.  Therefore,  while  a  long  period  of  peace 
was  increasing  population  two  and  one-half  times,  and  adding 
more  than  sixfold  increase  to  national  wealth,  increase  in  national 
indebtedness  also  doubtless  was  to  be  expected.  Since  the  indebt- 
edness of  each  of  the  five  powers,  France,  Germany,  Austria,  Rus- 
sia, and  Italy,  was  very  much  larger  in  1914  than  it  was  in  1816, 
and  seems  never  to  have  been  smaller  than  it  was  at  the  earlier 
date,  clearly  the  indebtedness  existing  in  1816  has  never  been 
repaid. 

Compared  with  the  aggregate  national  wealth  of  the  nations 
considered,  their  debt  in  the  year  1914,  the  final  year  of  peace, 
was  little  more  than  six  per  cent.  Each  nation,  however,  found  its 
obligations  persistent,  burdensome,  and  tending  to  increase.  Five 
of  the  six  nations  began  the  century  of  peace  with  relatively  small 
indebtedness;  they  closed  it  with  aggregate  national  obligations 
nearly  thirteen  times  larger  than  existed  in  1816.  Hence  the  rate 
of  increase  in  debt  in  these  nations  seems  to  have  outstripped  the 
rate  of  increase  in  national  wealth  in  the  proportion  of  nearly 
two  to  one. 

In  the  case  of  Great  Britain,  between  1817  and  1887  the  huge 
public  debt  existing  in  1816  was  reduced  $300,000,000  by  moder- 

*  Sir  George  Paish,  in  London  Statist 

**  Crammond. 

*^  National  Geographic  Sodetj. 
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ate  annual  payments.  Between  1887  and  1858  some  increases 
occurred;  since  1858  there  have  been  small  payments  each  year 
with  a  few  exceptions.  The  aggregate  of  these  payments  amounts 
to  about  one  third  of  the  debt  owed  in  1816.  This  reduction  is 
equivalent  to  settling  the  bills  for  the  campaigns  of  the  Duke  of 
Marlborough,  the  debts  of  the  Greorges,  and  half  the  cost  of  trying 
to  suppress  the  American  Revolution.  But  after  the  lapse  of  a 
hundred  years,  a  period  of  almost  continuous  peace,  Great  Britain, 
wealthiest  of  the  nations  of  Europe,  still  owes  half  of  the  cost  of 
attempting  to  conquer  her  rebellious  American  colonies  and  dU  of 
the  debt  incurred  during  the  long  period  of  Napoleonic  Wars. 

Inquiry  concerning  the  national  indebtedness  in  1816  of  the 
six  powers  now  at  war  thus  has  resulted  in  arriving  at  certain 
measurements  of  the  increase  recorded  in  1914,  and  on  the  basis 
of  which  to  consider  further  increAe. 

War  Debit  and  Aggregate  Indehtedneu 

The  following  table  is  a  combination  of  the  table  of  war  debts 
published  in  the  London  Statist  of  October  28,  with  additional 
definite  flotations  reported  in  the  table  despatches  since  that  date, 
but  not  including  the  recent  French  so-called  ^^oan  of  victory,''  ar 
the  new  German  loan.  From  neither  of  these  is  the  amount  real- 
ized yet  known.  They  will  probably  aggregate  $6,600,000,000. 
Wae  Loaxb  of  Natioits  at  Wae  to  DiCEiEBBm  1, 1915 


Country 

Aggregate  War  Loans  or  Debts" 

NtUional  Money 

jB«|4.86;  mark  .288;  orown 

.188 ;  franc,  18A ;  rouble  .SI ; 

DoUan 

(Ouatom  Houm  standard) ; 

Lire  .18.) 

Great  Britain 

1,999,600,000  £ 

480,000,000  £ 

98,077,390,000 

Germanj 

30,000,000,000  Marks 

7,140,000,000 

Austria-Hungary 

550,000,000  £ 
257,900,000  £ 

9,000,000,000  Crowns 

4,308,999,000 

France 

90,580,000,000  Fr. 

495,341,000  Fr. 

3371,940,000 

Russia 

7,000,000,000  Roubles 

3,570,000,000 

Italy 

3,916,350,000  Lire 

690,755,550 

Total    

«97.5fidj007JI50 

M.  ^fiita         #1 - ^...  .  ,_  WW  y.  -  .  , 

"  London  8taii$t,  October  93,  pp.  189-4,  and  Cable  despatches,  London^  No^. 
10;  Paris,  Nor.  15;  Vienna,  Nor.  16;  Berlin,  No?.  90. 
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The  known  debts  contracted  up  to  the  end  of  1916  in  order  to 
wage  the  present  European  War,  are  thus  shown  to  ag'gr^ate 
more  than  $279000,000,000.  Combined  with  previously  existing 
obligations  these  grand  totals  result  as  follows : 

AooizoATB   Natioxal  Dkbtb  of  Nations  at  Wam,  Dbcsmbkb,   1915 


Ck)untry 

Total  Debt 

Per  Capita 

Germany 

Great  Britain 

France 

Russia 

Austria-Hungary 

Italy 

Belgium 

$19,135,000,000 
11,969,768,463 
8,776,815,000 
8,169,700,000 
8,113,799,000 
3,115,990,000 
895,518,000 

$177 
949 
990 
57» 
159 
87 
106 

$59,399,513,463 

$134 

These  vast  obligations  now  aggregate  more  than  eight  times 
the  total  indebtedness  of  the  same  nations  at  the  dose  of  the 
Napoleonic  Wars.  They  form,  moreover,  a  slightly  larger  pro- 
portion of  the  aggregate  wealth  of  the  nations  concerned  than 
did  the  total  obligations  existing  in  1816  under  the  unfavorable 
conditions  of  long  and  exhausting  wars. 

The  per  capita  indebtedness  in  1915  of  the  United  States  and  of 
the  states  combined,  is  approximately  $45.  The  per  capita  national 
indebtedness  of  the  powers  at  war  was  approximately  one  and  a 
half  times  that  amount  before  the  outbreak  of  hostilities.  As  the 
year  1916  begins  per  capita  indebtedness  has  advanced  to  three 
times  that  of  the  per  capita  American  federal  and  state  debts  com- 
bined, and  in  Great  Britain  it  is  nearly  six  times  the  American  per 
capita.  This  high  figure  is  curiously  close  to  the  British  meiximum 
debt  per  capita  in  1816,  which  it  already  slightly  exceeds. 

The  outpouring  of  treasure  by  Great  Britain  in  1816  must  have 
astonished  alike  allies  and  adversaries  during  the  Napoleonic 
Wars.  If  we  interpret  present  British  war  costs  aright  the  same 
national  traits  that  controlled  England  in  the  wars  against 
Napoleon,  that  contracted  unprecedented  debt  and  never  yielded 
through  twenty-three  years  of  contest,  are  being  again  clearly 
manifested  in  the  present  war. 

"Basis  of  population  of  Russia  in  Europe. 
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The  Resowrcei  of  Nations  at  War 

At  the  close  of  the  Napoleonic  period  indebtedness  was  ex- 
pressed, with  one  exception,  in  millions  of  dollars.  In  our  own 
period,  a  century  later,  growth  in  population  and  wealth  compelled 
financial  operations  on  an  unprecedented  scale,  and  public  debt  is 
now  expressed  in  every  case  in  terms  of  billions.  In  public  oper- 
ations the  use  of  this  unit  is  likely  to  become  more  and  more 
frequent.  One  is  already  tempted  to  advance  in  grand  totals  to 
the  next  unit  of  value  and  speak  in  fractions  of  trillions.  Indeed,  as 
the  wealth  of  the  world  now  approximates  a  trillion  of  dollars,  the 
serious  use  of  that  unit  by  our  children  or  grand-children  may  be 
in  sight. 

Comment  of  this  character  is  useful  principally  to  illustrate 
how  unreliable  and  unsatisfactory  must  be  all  analysis  dealing  with 
aggregations  of  national  wealth  when  several  important  nations 
are  engaged  at  the  same  time  in  vast  financial  operations.  Any 
simultaneous  efforts  by  the  powers  now  at  war  to  raise  great  ad- 
ditional loans  because  national  wealth  still  looms  large  are  likely 
to  develop  the  illusory  character  of  national  wealth  as  a  cash  asset. 
The  attempt  of  the  world,  for  example,  to  realize  on  its  trillion  of 
dollars  of  wealth  would  result  in  utter  confusion.  In  short,  the 
effort  of  all  the  great  powers  of  Europe  to  float  large  additional 
loans  based  on  huge  aggregate  resources  will  tend  to  depress  such 
resources,  though  perhaps  temporarily,  toward  paper  values  only. 
The  real  and  permanent  value  of  national  wealth  obviously  de- 
pends upon  the  facilities  such  wealth  affords  to  create  more  wealth. 
The  great  nations  now  at  war  are  not  only  destroying  national 
wealth,  but,  even  while  they  endeavor  to  realize  on  their  own,  they 
are  impairing  wealth  producing  activities. 

Of  what  present  value  to  Grermany  are  her  hundred  million's 
worth  of  ships  idle  in  American  ports,  or  her  world  commerce 
temporarily  wiped  out,  or  to  Germany,  France,  and  England  the 
closed  factory  while  skilled  operatives  are  at  the  front,  many  never 
to  return? 

The  extreme  to  which  the  demands  of  war  have  already  invaded 
the  private  affairs  and  industries  of  the  nations  concerned  is  il- 
lustrated by  the  increasing  control  exercised  in  England  over  ex- 
ports. All  goods  to  be  shipped  to  American  purchasers  are  now 
delayed  to  permit  thorough  search  in  order  that  nothing  of  use 
to  the  British  government  may  leave  the  kingdom.    Fine  fabrics. 
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for  example,  when  at  length  passed,  are  billed  under  the  stamped 
legend,  ^^Not  available  for  aeroplanes  or  war  use." 

In  short,  the  conclusion  seems  justified  that  the  great  powers  at 
war,  after  a  year  and  a  half  of  hostilities  conducted  on  a  scale  of 
unprecedented  expense,  have  nearly  reached  the  end  of  large  cash 
loans  from  reserve  resources  and  free  money,  and  must  hereafter 
depend  more  and  more  on  what  we  may  term  a  hand  to  mouth 
support,  that  is,  the  appropriation  of  a  large  share  of  the  current 
earnings  of  the  people.  This  statement  is  substantiated  by  the 
mystery  surrounding  the  amounts  realized  from  the  recent  French 
and  German  loans. 

The  expenditure,  if  maintained  at  the  present  rate,  will  be  such 
that  even  the  appropriation  of  much  of  the  current  income  is  not 
likely  long  to  suffice,  so  that  after  two  years  of  such  colossal  out- 
lay signs  of  exhaustion  must  appear. 

This  does  not  imply  compulsion  to  suspend  hostilities.  It  mi^t 
mean  that  initial  extravagance  would  be  succeeded  ultimately  by 
more  old  fashioned  and  less  costly  forms  of  war.^^ 

This  great  conflict  of  all  time  has  been  made  possible  by  civi- 
lization's perfected  system  of  banking  and  loans,  which  thus  proves 
at  once  a  blessing  and  a  curse, — a  blessing  by  enabling  nations  to 
finance  the  defense  of  rights  and  territory,  a  curse  by  offering 
perfect  machinery  for  passing  on  to  future  generations  gigantic 
burdens  greater  than  the  world  has  known  before. 

Yet  no  study  of  present  war  costs  will  be  complete  which  dwells 
upon  the  magnitude  of  expenditure  and  fails  to  point  out  the  fact 
that  going  nations  do  not  become  actually  bankrupt.  All  costs  in 
our  time  are  incurred  on  such  vast  scale  that  national  recovery 
from  loss  naturally  becomes  more  complicated,  but  recovery  surely 
awaits  every  nation  which  has  the  capacity  to  earn  it.  France 
offers  a  convincing  example  of  the  truth  of  this  statement.  In 
1871  she  emerged  defeated  from  the  war  with  Grermany,  prostrate, 
shorn  of  provinces,  ravaged,  bereft  of  thousands  of  her  strongest, 
and  with  even  sovereignty  dependent  upon  the  payment  of  a  huge 
indemnity.     Yet,  forty  years  later,  France  rallies  to  oppose  her 

**'*Two  things  seem  clear,  that  the  allies  are  expecting  to  make  their  most 
powerful  effort  in  the  earlj  spring,  1916,  and  that  to  meet  the  expected  drive 
the  Germans  will  call  up  every  man  available,  probably  exhausting  their  re- 
serves. If  peace  does  not  come  in  the  Interim,  the  spring  campaign  will  be  the 
most  desperate  and  terrible  of  the  war.  And  if  that  gives  no  decision  a 
slow  waning  of  the  war  from  progressive  exhaustion  may  be  expected." — 
Sprinfffield  [Mass.]  BepvbUean, 
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ancient  enemy  stronger  in  men,  resources  and  wealth  than  at  the 
earlier  period.** 

If  from  the  present  tragedy  the  people  of  the  nations  involved 
emerge  with  permanent  and  helpful  readjustments  and  with  cour- 
age unimpaired,  doubtless  national  debts  and  population  inequali- 
ties, however  large,  in  time  can  be  adjusted. 

"  France  was  in  fact  invaded,  had  to  bear  the  losses  incidental  to  that  state* 
had  to  pay  as  the  war  went  on,  a  large  part  of  the  invaders*  cost,  and  In  the 
end  had  to  pay  an  indemnity  and  suffer  loss  of  territory  which  nearly  doubled 
its  losses.  The  loss  of  capital  and  tlie  addition  to  tlie  national  debt  are 
enormous,  while  several  years  must  elapse  before  France  at  the  ordinary  rate 
of  progress  is  even  at  the  point  of  industrial  prosperity  which  she  had  attained 
before  the  war. — Giffen,  Eeonomie  In^rie$  and  Studies,  VoL  I,  p.  48, 


ECONOMIC  COSTS  OF  WAR— DISCUSSION 

GsoROB  £.  Barnett:  In  any  consideration  of  the  cost  of  the  war, 
the  first  desideratum  is  to  secure  clearly  defined  and  nsefnl  statistieal 
concepts.  In  Mr.  Rossiter's  very  interesting  paper,  as  in  much  of  die 
current  discussion,,  considerable  use  is  made  of  "national  wealth"  as  a 
measure  of  the  ability  of  a  country  to  bear  the  cost  of  a  war.  He 
compares,  for  example,  national  debts  and  national  wealth,  aggregate 
national  wealth  at  the  time  of  the  Napoleonic  Wars  and  at  piesest, 
etc.  Such  comparisons  seem  to  me  to  be  misleading,  whether  the  ques- 
tion considered  is  the  ability  of  a  nation  to  finance  a  war  or  to  bear 
the  burden  of  a  war  debt.  In  both  cases  the  more  valuable  comparison 
would  be  with  national  income.  The  proposition  that  the  harden  of  a 
war  debt  is  best  measured  by  national  income  appears  to  be  generally 
accepted.  I  shall,  therefore,  confine  my  remarks  to  the  question:  How 
far  is  national  wealth  an  index  of  ability  to  finance  a  war? 

There  are  three  methods  by  which  a  nation  may  melt  down  its  wealth 
into  forms  suitable  for  war  consumption: 

1.  It  may  sell  its  gold  and  its  holdings  of  property  in  other  coun- 
tries. Gold  is  the  only  form  of  goods  for  which  a  foreign  market  is 
always  assured  at  a  fixed  price.  It  would  be  interesting  to  know  how 
far  the  accumulations  of  gold  in  the  warring  countries  have  been  made 
with  a  view  to  monetary  effect  and  how  far  with  a  view  to  the  possibility 
of  exchange  for  goods.  There  are  two  limitations  on  the  liquidation 
of  property  in  other  countries.  In  the  first  place,  there  must  be 
purchasers  outside  the  country  at  war.  This  involves,  of  course,  that 
in  the  buying  country  there  must  be  available  surplus  income.  The 
second  condition  for  realizing  on  this  form  of  national  wealth  is  the 
ability  to  secure  goods  from  other  countries.  The  control  of  the 
seas  has  secured  for  the  Allies  in  this  war  the  power  thus  to  liquidate 
part  of  their  national  wealth.  In  smaller  degree,  the  Central  Powers 
have  been  able  to  secure  from  contiguous  states  by  the  sale  of  foreign 
securities  supplies  and  necessaries  of  various  kinds. 

2.  The  second  method  by  which  a  country  may  turn  part  of  the 
national  wealth  to  war  uses  is  through  the  sale  to  foreign  purchasers  of 
rights  to  wealth  within  the  country  at  war.  The  necessary  conditions 
for  this  form  of  liquidation  are  the  same  as  in  the  preceding  case, — 
foreign  purchasers  and  access  to  foreign  goods.  There  is  also  another 
factor  which  may  be  of  considerable  importance,  that  is,  the  familiarity 
of  the  foreign  purchaser  with  the  property  offered  for  sale.  If  die 
selling  country  has  been  a  lending  country  before  the  jrar,  the  power 
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to  dispose  of  such  property  would  be  less  since  the  eapitalists  of  other 
countries  would  be  unfamiliar  with  the  property  to  be  sold.  English 
railroad  shares  could  be  sold  less  readily  than  the  shares  of  American 
railroads.  The  United  States  could  probably  realise  on  a  considerable 
part  of  its  national  wealth  by  sale  to  capitalists  in  other  countries  who 
have  long  been  accustomed  to  buy  American  stocks  and  bonds. 

In  both  the  cases  so  far  considered  the  possibility  of  realising  on 
national  wealth  has  been  greatly  increased  in  modem  times  by  the 
extended  use  of  the  corporation  as  a  form  of  business  organization 
and  the  establishment  of  international  markets  for  shares  and  bonds. 
But  a  very  gpreat  part  of  the  national  wealth  is  not  owned  by  corpora- 
tions>  and  for  the  issues  of  many  corporations  there  is  no  established 
foreign  market.  A  foreign  market  for  such  property  as  land>  houseSj 
and  small  business  establishmentSj  which  represent  a  large  proportion 
of  the  national  wealthy  could  be  established  only  with  great  difficulty  in 
the  midst  of  war. 

3.  The  third  method  by  which  the  wealth  of  a  country  may  be  liqui- 
dated for  war  uses  is  through  depreciation.  To  the  extent  that  capital 
goods  and  consumers'  goods  are  not  kept  up^  the  wealth  which  they  rep- 
resent returns  to  the  owner  and  may  be  spent  cm  war.  This  form  of 
liquidation  could  be  carried  on  entirely  without  foreign  trade.  Depre- 
dation^ however^  has  definite  limits  as  a  means  of  reassuming  control 
over  wealth  and  it  is  inconceivable  that  any  large  amount  could  thus 
be  liquidated  without  entailing  an  insufferable  loss  of  national  income. 

The  popularly  accepted  opinion  that  it  is  possible  to  convert  national 
wealth  entirely  and  immediately  into  the  sinews  of  war  grows  out  of  an 
analogy  with  individual  wealth.  A  capitalist  can  ordinarily  convert 
his  wealth  into  any  form  he  may  desire.  It  is  assumed  that  a  nation 
can  similarly  convert  its  wealth.  It  is  obvious^  however,  that  the 
purchaser  can  only  pay  with  income  or  by  the  sale  of  other  wealth. 

From  the  foregoing  considerations^  the  conclusion  may  be  drawn 
that  the  availability  of  national  wealth  for  war  financing  depends  upon 
a  number  of  factors:  (1)  the  extent  of  access  to  foreign  sources  of 
supply;  (2)  the  relative  part  of  the  national  wealth  invested  in  for- 
eign property;  (8)  the  amount  of  surplus  income  in  foreign  countries; 

4.  The  familiarity  of  foreign  investors  with  property  in  the  country 

at  war. 

These  factors  vary  widely  between  country  and  country  in  any  par- 
ticular war  and  also  between  one  historical  period  and  another.  It 
seems  clear,  therefore,  that  statistics  of  total  national  wealth  have  little 
importance  in  any  study  of  war  financing. 
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E.  W.  Kemmerer:  The  pictures  drawn  by  Professor  Clark  and 
Mr.  Rossiter  of  the  economic  costs  of  the  war  are  dark  ones.  Fi^ 
nres  Mr.  Rossiter  cites  from  Mr.  Crammond/  together  with  the  esti- 
mates of  Leroy-Beaulieii^^  and  Yves  Gnyot/  and  the  practical  cer- 
tainty of  the  continuation  of  the  war  expenses  for  some  months  at 
leasts  make  it  appear  that  the  economic  costs  of  this  war  will  far  exceed 
those  of  all  the  European  and  North  American  wars  of  the  nineteenth 
century.  However^  I  do  not  intend  to  repaint  these  pictures  in  black, 
but  rather  to  devote  the  ten  minutes  at  my  disposal  to  the  pleasanter 
task  of  stating  reasons  why  the  pictures  are  not  quite  so  black  as  many 
would  have  us  think. 

Living  Costs  of  Soldiers, — The  living  costs  of  the  twenty  to  twen^- 
five  million  troops  in  the  fields  aside  from  the  costs  of  military  supplies 
and  the  value  of  other  property  destroyed  for  military  purposes,  are 
relatively  small  as  compared  with  times  of  peace.  Food  is  simple  and 
is  prepared  in  the  most  efficient  ways.  Uniformity  and  large  scale 
production  are  the  rule  everywhere.  Soldiers  in  time  of  war  do  not 
order  their  meals  a  la  carte.  Soups  are  prepared  by  the  thousands 
of  gallons,  bread  and  beans  by  the  ton.  Similar  practices  exist  for 
clothing.  In  such  matters  as  food  and  clothing,  then,  the  European 
battle  fields  today  are  vast  socialistic  camps,  the  functioning  of  which 
the  strong  pressure  of  military  and  financial  necessity  makes  efficient. 
Little,  moreover,  is  spent  at  the  front  for  the  luxuries  of  life,  ex- 
cept by  a  few  officers.  This  for  most  of  the  soldiers  is  a  time  of  austere 
living.  Expensive  theaters,  banquets,  pleasure  trips,  and  the  like  are 
not  privileges  of  many  mobilized  troops.  Their  pleasures  are  simple, 
inexpensive,  and  quickly  improvised. 

Economic  Conditions  of  Those  Who  Stay  at  Home. — If  one  turns  from 
the  living  expenses  of  the  men  in  the  field  to  those  of  their  families  back 
home  he  finds  a  like  reduction  as  measured  in  the  quantities  of  goods 
consumed.  Most  families  in  belligerent  countries  are  living  with  a 
simplicity  they  have  never  known  before.  The  bread  winner  is  away 
and  the  family  income  is  curtailed.  <  Needs  of  government,  and  the 
feelings  of  patriotism  that  a  struggle  for  national  existence  arouses, 
instill  habits  of  strict  economy.  In  France  and  Germany  today  ex- 
travagant living  is  closely  akin  to  treason.     The  British  authorities 

*C/.  Edgar  Crammond,  **The  Cost  of  the  War"  (with  discussion),  Jomm, 
Roy.  Stat.  8oc.,  May,  1915,  pp.  361-413. 

'Paul  Leroy-Beaulieu,  Recherches  Sconomiquss  snr  les  Ou§rr€$  eontHmpor- 
ainet. 

•Yves  Guyot,  "The  Waste  of  the  War  and  the  Trade  of  Tomorrow,*'  Nine- 
teenth Century,  VoL  76  (1914),  pp.  1193-1906. 
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and  press  are  trying  to  make  it  so  in  En^^and.  Then^  too,  in  nearly 
every  home  the  present  is  a  time  of  great  anxiety  and  of  mourning. 
Anything  but  simple  austere  living  seems  out  of  place. 

Let  US  now  torn  to  conditions  of  economic  producticm  in  Europe 
away  from  the  battle  fields.  The  first  thing  to  note  is  that  the  produc- 
tion of  all  sorts  of  army  supplies,  such  as  clothing,  shoes,  etc.,  is  on  a 
much  larger  scale  than  in  time  of  peace,  and  that  division  of  labor  and 
machine  production  are  utilised  to  the  extreme  limits  of  efficiency. 
When  once  the  painful  readjustments  incident  to  the  beginning  of  the 
war  were  effected,  the  cry  of  unemployment  gave  way  widely  to  com- 
plaints of  insufficient  labor.  Most  European  labor  is  today  employed, 
although  much  of  it  has  been  shifted  to  new  pursuits,  and  in  some 
cases  the  shift  has  been  effected  at  the  expense  of  a  certain  loss  of 
efficiency.  In  the  main,  however,  it  would  seem  that  the  shift  has  been 
in  the  direction  of  greater  efficiency  on  the  part  of  those  who  have 
stayed  at  home.  European  agriculture,  except  directly  in  the  war  sone, 
is  not  materially  suffering  from  the  war.  Many  comforts  may  be  de- 
nied those  who  have  stayed  at  home,  the  children  may  be  out  of  school, 
and  the  usual  family  pleasures  may  be  forgotten,  but  the  crops  are 
planted  and  harvested.  The  less  urgent  ordinary  vocations  and  avo- 
cations of  women,  children,  and  old  men  are  neglected  for  things  of 
greater  immediate  economic  importance.  These  people  have  turned 
their  efforts  into  field  and  factory,  and  are  making  up  for  their  lack  of 
training  and  experience  by  longer  hours  and  less  rest  days.  I  was  in 
Switserland  in  August,  1914,  when  the  call  came  for  the  mobilisation  of 
the  Swiss  troops,  and  about  500,000  of  them  went  to  the  frontiers.  It 
was  striking  to  see  how  the  women,  children,  and  old  men  shifted  to 
the  younger  men's  places  and  how  the  important  work  of  the  farm  went 
on  apparently  uninterrupted.  Not  only  man  power,  but  also  in  many 
cases  horse  power,  gave  way  in  the  fields  to  woman  power,  but  the 
crops  were  gathered  promptly  and  there  was  little  waste. 

Psychologists  tell  us  that  a  rapid  metabolism  is  an  efficient  meta- 
bolism. Many  of  us  do  our  best  work  when  we  are  under  the  strongest 
pressure;  and  this  is  doubtless  widely  true  of  the  people  in  belligerent 
countries  today. 

War  as  an  Economic  Renovator, — ^Another  bright  spot  in  the  essen- 
tially dark  picture  of  the  economic  costs  of  the  war  is  the  service  that 
war  renders  as  an  economic  and  social  renovator.  This  war  is  playing 
havoc  with  some  bad  things  as  well  as  with  many  good  things.  It  is 
breaking  down  outworn  economic  customs,  anti-social  vested  interests, 
and  antiquated  methods  of  production.     War  clears  the  decks,  as  it 
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were,  and  in  this  clearing  process  there  are  swept  away  many  things 
which  long  since  have  become  obstacles  to  progress.  Many  an  ng^y 
and  antiquated  building  which  has  been  destroyed  by  the  war  will 
be  replaced  by  a  sightly  and  modem  one;  many  a  narrow  street  will 
be  replaced  by  a  broad  one;  in  like  manner  the  democracy  of  the 
trenches  will  remove  many  class  prejudices  to  be  replaced  by  stranger 
bonds  of  social  sympathy  between  industrial  classes.  The  experience 
of  governments  in  assuming  control  of  great  economic  enterprises,  as, 
for  example,  of  the  railroads  in  England,  will  doubtless  afford  yalnable 
lessons  for  the  future  solution  of  problems  of  public  regulation  and 
ownership.  In  this  connection  it  may  not  be  without  significance  that 
the  largest  annual  percentage  increases  in  the  number  of  patents  issued 
by  the  United  States  Patent  Office  came  inunediately  after  our  Civil 
War. 

War  Costs  Computed  in  Artificially  Depressed  Units  of  Value. — A 
fact  that  often  gives  an  exaggerated  impression  of  the  economic  costs 
of  war  is  that  the  monetary  units  in  which  war  expenses  are  measured 
and  expressed  are  usually  given,  by  war  itself,  a  subnormal  yalue. 
In  other  words  we  measure  our  economic  costs  by  a  temporarily  short- 
ened yard-stick.  Various  forms  of  paper  money  are  extensively 
substituted  for  gold  in  general  circulation.  If  this  paper  is  issued  in 
such  excess  that  specie  payments  are  actually  or  practically  suspended, 
as  has  been  the  case  in  most  of  our  great  wars,  and  appears  to  be  the 
case  in  most,  if  not  all,  the  countries  engaged  in  the  present  struggle, 
then  prices  become  the  inflated  prices  of  depreciated  paper  units. 
But  a  fact  of  like  significance,  although  everywhere  overlooked,  is  that 
the  extensive  substitution  of  paper  money  for  gold  in  general  circula- 
tion, and  the  great  reduction  in  the  proportions  of  bank  reserves  to 
liabilities,  even  when  they  do  not  result  in  the  suspension  of  specie 
payments,  nevertheless  lead  to  an  abnormal  inflation  of  general 
prices,  i.e.,  gold  prices.  Despite  the  fact  that  increasing  supplies  of 
gold  are  being  piled  up  in  the  central  bank  vaults  of  the  belligerent 
countries,  the  percentage  of  gold  to  note  and  deposit  liabilities  in  the 
banks  of  Europe  is  rapidly  declining,  and  the  total  supply  of  gold  in 
these  countries  (including  that  in  banks  and  in  general  circulation) 
is  also  rapidly  falling.  Although  during  the  five  fiscal  years  ending 
June  80,  1914,  our  gold  exports  exceeded  our  imports  every  year  but 
one,  and  the  average  net  gold  export  was  17  million  dollars,  our  net 
gold  imports  since  January  first  of  the  present  calendar  year  have  been 
over  400  million  dollars  (down  to  December  1).  This  is  a  sum 
greater  than  the  combined  net  gold  importations  of  the  ^xt  previous 
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fiscal  years  in  American  history  having  the  largest  net  gold  importa- 
tions^ and  is  nearly  equal  to  the  world's  total  gold  production  in  1913. 
Such  an  economy  in  the  use  of  gold  in  Europe  has  an  effect  on  world 
prices  similar  to  that  which  would  be  produced  by  a  temporary  doubling 
of  the  world's  annual  gold  production.  Never  in  history  has  any  ad- 
vanced country  been  so  flooded  with  gold  as  has  the  United  States 
during  the  present  calendar  year,  and  the  flow  of  this  golden  stream 
to  America  appears  destined  to  continue  for  some  time.  This  of 
course  means  rising  general  priceSj  inasmuch  as  there  has  been  no  pro- 
portionate increase  in  the  effective  demand  for  gold.  Just  as  prices 
as  measured  in  gold  rose  rapidly  in  England  at  the  time  of  the  Na- 
poleonic Wars,  and  in  the  United  States  at  the  time  of  the  Civil  War, 
so  gold  prices  now  throughout  the  world  are  exhibiting  a  pronounced 
upward  movement.  From  July,  1 91 4,  to  December,  1 91 5,  the  Economist 
Index  Numbers  in  England  registered  an  advance  of  86  per  cent.^  On 
the  Continent,  it  is  well  known  that  prices  have  risen  greatly,  despite 
the  strenuous  efforts  of  governments  to  keep  them  down.  For  the 
continental  countries,  however,  since  the  outbreak  of  the  war,  satisfac- 
tory price  index  numbers  are  not  available.  In  the  United  States 
prices  have  risen  rapidly.  From  July,  1914,  to  December,  1915, 
Bradstreet's  Index  Numbers  showed  an  increased  of  28  per  cent 

Lest  I  be  misunderstood  in  my  main  contention,  let  me  repeat  in 
conclusion  that  the  net  economic  cost  of  this  war,  I  believe,  will  be 
tremendous;  the  debit  balance  will  probably  be  greater  than  the  com- 
bined debit  balances  of  all  the  European  and  North  American  wars  of 
the  last  century;  nevertheless  the  credit  items  which  I  have  mentioned 
are  very  real  ones  and  should  not  be  neglected  in  any  comprehensive 
statement  of  the  account. 

*  In  the  Australian  States  there  has  been  a  great  rise  in  the  retail  prices  of 
proTisionSy  the  index  numbers  rising,  in  the  various  states  from  10  to  25  per 
cent  during  the  period  from  July,  1914,  to  May,  1915.  Of.  Monthly  BmHew  of 
th§  U,  S.  Bwr0a/i$  of  Labor,  December,  1915,  p.  45. 
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By  Jacob  H.  Holuindes 
Johns  Hopkins  University 

Since  the  organization  of  the  American  Economic  Association 
thirty  years  ago,  there  have  been  but  two  of  its  twenty-five  scien- 
tific meetings  at  which  one  session,  at  least,  has  not  been  devoted  to 
theoretical  discussion. 

This  prominence  reflects  the  continuing  interest  of  American 
economists  in  social  speculation.  The  conspicuous  place  of  theo- 
retical papers  in  journal  literature,  the  considerable  proportion 
of  expository  treatises  among  formal  publications,  are  counter- 
parts of  the  same  phenomenon. 

The  degree  of  absorption  has  varied  from  time  to  time.  In  1880 
Cliffe  Leslie,  echoing  Dunbar,  summed  up  the  history  of  American 
political  economy  in  the  sentence  ^^the  United  States  had  done 
nothing  towards  developing  the  theory  of  political  economy."^ 
The  reflex  of  the  animated  controversies  as  to  scope  and  method 
among  English  economists  of  the  late  seventies  and,  more  notable, 
the  arrival  and  activity  in  the  United  States  of  a  group  of  Grerman- 
trained  scholars  effected  a  virtual  renaissance  in  American  eco- 
nomic thought  in  the  early  eighties.  The  dominant  characteristics 
of  the  phase  were  an  avowal  of  the  historical-inductive  method 
and  an  election  of  concrete  problems  for  study. 

The  historical  movement  reached  its  high-water  mark  in  the 
United  States  in  the  formation  of  the  American  Economic  Asso- 
ciation in  1886.  But  in  this  achievement  the  tendency  spent  itself. 
Stirred  by  militant  challenge,  heartened  by  clearness  of  issue, 
supplied  with  convenient  channels  of  publication,  the  group  of 
thinkers  to  whom  the  work  of  Roscher,  Cliffe  Leslie,  and  Ingram 
seemed  amendatory  rather  than  revolutionary,  drew  to  the  fore. 
The  impulse  took  form  in  the  founding  of  the  Quarterly  Journal  of 
Economics  in  1886,  with  Dunbar's  fine  inaugural  on  "The  Reaction 
in  Political  Economy"  sounding  the  keynote. 

The  doctrinal  controversies  of  the  next  half  dozen  years  cen- 
tered about  the  contributions  of  Marshall  and  Walker.  Not  since 
Ricardo's  time  had  such  coherent  theories  of  value  and  distribution 
been  enunciated.     The  gap  which  the  discrediting  of  the  wage- 

*  "Political  Economy  in  the  United  States,*'  in  Fortnightly  Review,  October, 
1880;  reprinted  in  Eaayi  on  Political  Economy  (9d  ed.,  Dublin,  1888),  p.  198. 
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fund  theory  had  left  was  filled  by  attractive  formulae^  and  recog- 
nition of  the  entrepreneur  function  and  its  reward  met  the  demands 
of  modem  industrialism. 

Marshall's  Economics  of  Indmtry  had  appeared  in  1879  and 
Walker's  Political  Economy  in  1888,  without  appreciable  effect. 
Now,  however,  Marshall's  election  to  the  chair  of  political  economy 
vacated  by  the  death  of  Fawcett  called  attention  to  the  novel  ele- 
ments in  his  doctrines ;  while  Walker,  aroused  by  Sidgwick's  stric- 
tures, reiterated  in  incisive  form  the  controverted  elements  of  the 
Wages  Question.  The  publication  of  Marshall's  Principles  of 
Economics  in  1890  marked  the  climax  of  the  debate.  With  it  and 
the  discussion  immediately  tributary,  a  lull  was  reached  in  eco- 
nomic controversy. 

But  the  respite  was  brief.  The  same  year,  1890,  in  which  Mar- 
shall's Principles  was  issued,  the  English  translation  of  Bohm- 
Bawerk's  Capital  and  Interest  saw  light, — ^heralded  indeed  a  year 
before  by  Bonar's  admirable  critique  of  the  Austrian  school.  In 
quick  succession  followed  Bohm-Bawerk's  Positive  Theory  of  Capi- 
tal and  Wieser's  Natural  Value  in  English  translation,  with 
Smart's  handy  Fiihrer  as  a  resume.  An  outburst  of  contro- 
versial activity  ensued,  unparalleled  in  the  history  of  American  eco- 
nomic writing.  During  the  nineties  this  sustained  contest — ex- 
hibiting every  variety  of  intellectual  effort  from  stimulating 
analysis  to  hypercritical  dialectic — raged  about  the  Austrian 
doctrines. 

Through  sheer  exhaustion  of  disputants — and  witnesses — the 
struggle  had  abated  when  in  1899  Clark's  Distribution  of  Wealth 
siunmarized  with  rare  amenity  of  form  the  speculations  of  a  pro- 
found philosopher  and  an  inspiring  teacher.  The  effects  were 
wide  conversion  and  ardent  discipleship.  For  a  decade  Clark's 
theories  dominated  economic  philosophy  in  the  United  States, 
weakening  only  with  increasing  resort  to  realistic  studies  and 
growing  uneasiness  as  to  the  value  of  theoretical  inquiries. 

Walker,  Bohm-Bawerk,  and  Clark  thus  constitute  the  major 
episodes  in  the  thirty  years  of  American  economic  speculation. 
There  have  been  minor  incidents, — the  debate  over  the  scope  and 
method  of  sociology  in  1895-98,  the  discussion  as  to  the  order  and 
form  of  economic  instruction  in  1912 — ^but  these  stand  in  immediate 
relation  to  local  or  temporary  events. 

The  scientific  results  attained  in  the  quarter  century  have  not 
been  commensurate  with  an  incessant  doctrinal  activity.    The  dev- 
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otees  of  a  science  are  notoriously  incompetent  to  pass  judgment 
upon  its  contemporary  phase.  There  is  likely  to  be  either  un- 
warranted depreciation  or  complacent  overestimate.  This  is  as 
true  of  the  physical  as  of  the  social  sciences.  If,  in  our  own  day, 
Jevons  reduced  ^Hhe  mazy  and  preposterous  assumptions"  of 
the  Ricardian  economics  to  ^^the  fragments  of  a  shattered  science," 
so,  in  medical  science,  Osier  has  spoken  of  *^an  art  which  is  still  deep 
in  the  sloughs  of  Empiricism."^ 

But  the  depression  which  many  American  economists  feel  as  to 
the  present  state  and  tendency  of  the  science  is  something  more 
than  this  habitual  depreciation.  It  is  bom  of  the  conyiction  that 
economic  science  as  pursued  in  the  United  States  has  been  infected 
by  unsound  method,  that  the  productivity  of  scientific  labor  has 
been  thereby  impaired,  and  that  a  further  diversion  of  energy  into 
barren  and  profitless  areas  is  threatened. 

Following  the  example  of  the  great  masters  of  our  science,  in- 
fluenced by  the  teaching  of  formal  methodologists,  American  econ- 
omists who  have  devoted  themselves  to  economic  speculation  in  the 
past  thirty  years  have  used  a  dominantly  deductive  metiiod. 

There  can  be  no  quarrel  with  this  procedure.  It  has  the  ad- 
vantage of  precedent  on  the  part  of  economists  from  Dugald 
Stewart  to  Alfred  Marshall ;  of  approval  on  the  part  of  logicians 
from  Archbishop  Whewell  to  Professor  Keynes ;  of  successful  re- 
sistance to  methodological  attack  from  Richard  Jones  to  Gustav 
SchmoUer. 

The  real  charge  against  American  economic  speculation  is  not 
that  it  has  made  use  of  deduction  but  that  it  has  made  use  of  it 
wrongly  and  defectively.  The  indictment  lies,  in  strict  accuracy, 
not  against  erroneous  method  but  against  imperfect  employment. 
The  justice  of  this  criticism  can  be  best  tested  by  projecting  the 
evidence  to  be  reviewed  against  the  background  of  accepted,  even 
though  familiar,  opinions  as  to  scientific  method. 

The  material  of  any  positive  science  is  a  body  of  related  phe- 
nomena subject  to  uniformity  as  to  identity  and  sequence.  Scien- 
tific progress  consists  in  the  increasing  formulation  of  such  uni- 
formities as  hypotheses,  in  tentative  statement  of  them  as  theories, 
and  in  ultimate  demonstration  of  them  as  laws. 

The  orderly  procedure  whereby  this  end  is  sought,  we  have  been 

•'Tht  Army  Sorgeon**  in  Aequanimitoi  (2d  ed.,  Phfladdphia*  1906), 
p.  119. 
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taught  for  years,  is  the  method  of  science, — not  of  a  science  but 
of  science.  In  complete  form  it  consists  of  three  steps :  observa- 
tion, inference,  verification.  Observation  and  inference  give  us 
hypotheses;  verification  converts  the  tentative  formulations  into 
theories  and  ultimately  into  laws.  To  those  whom  the  gods  elect, 
the  hypothesis  comes  lightly  by  intuition  or  imagination;  to 
coarser  clay  the  way  is  steep  and  hard, — ^by  induction  from  as- 
sembled particulars,  by  deduction  from  admitted  or  established 
generalizations. 

Marked  differences  of  opinion — accented  sometimes  into  acri- 
monious controversy — ^have  developed  at  intervals  as  to  the  rela- 
tive order  and  prominence  of  the  several  parts  of  the  inferential 
process.  Deductive,  inductive,  historical,  comparative,  statistical, 
mathematical,  are  terms  descriptive  of  the  varying  emphasis. 
The  outcome  has  been  virtual  agreement  that  there  is  a  constant 
alternation  of  the  processes  of  induction  and  deduction  in  the 
actual  conduct  of  scientific  inquiry,  and  that  in  this  "interlacing" 
historical  experience,  comparative  elimination,  statistical  uni- 
formity, and  mathematical  ratio  have  part. 

Whatever  difference  of  opinion  may  have  prevailed  as  to  the 
order  and  emphasis  of  the  several  elements  in  the  reasoning  stage  of 
scientific  speculation,  there  has  always  been  agreement  that  the 
third  step,  verification,  formal  and  deliberate — ^^^the  process  of 
testing,  by  means  of  an  appeal  to  facts,  the  validity  of  the  con- 
clusions already  arrived  at  by  a  course  of  deductive  reasoning"' — 
is  an  indispensable  requisite  in  the  transition  of  an  hypothesis  into 
a  theory  and  of  a  theory  into  a  law.  Without  it  speculation  is 
an  intellectual  gymnastic  not  a  scientific  process.  Mill  likened  the 
distinction  to  tiiat  which  exists  between  the  Aristotelian  physics 
and  the  Newtonian  theory  of  the  heavens.*^  In  our  own  speech  it  is 
the  contrast  between  the  political  arithmetic  of  Petty  and  the  sta- 
tistical studies  of  Pearson.  The  chemist,  the  physicist,  the  physi- 
ologist, venturing  to  propound  a  new  theory  without  confirmatory 
evidence,  is  discredited  as  an  investigator  and  laughed  out  of  court 
as  a  scientist.  If  recourse  cannot  be  had  to  observed  facts  for 
verification — ^as  often  in  certain  of  the  physical  sciences,  astron- 

•  Fowler,  The  Elements  of  IndueUns  Logie  (Sd  ed.,  Oxford,  1876) »  p.  944. 
So  too  Dunbar  {QmairUrly  Journal  of  EeontmUi,  I,  5)t  *Tbt  verifl- 
cation  of  results  reached  by  deductiTe  reasoning  should  call  for  as  patient 
effecting  and  as  conscientious  sifting  of  facts  as  any  other  use  of  observatton." 

^System  of  Logic  (9d  ed.,  London*  1846),  I,  579. 
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omj  and  geology — ^the  hypothesis  remains  hypothesis,  plausible, 
perhaps,  but  tentative  none  the  less  until  the  disclosure  of  additional 
facts  by  some  new  instrument  of  precision,  by  some  abrupt  dis- 
covery of  evidence,  affords  material  for  the  lacking  test.  The 
investigator  "makes  intellectual  keys,"  declares  a  recent  writer 
upon  scientific  method,  "and  then  tries  whether  they  fit  the  lock. 
If  the  hypothesis  does  not  fit,  it  is  rejected  and  another  is  ma^**^ 
That  the  scientific  workshop  is  full  of  such  ^^discarded  keys," 
Pearson  reminds  us,  was  stated  finely  even  a  generation  ago  by 
Faraday:  "The  world  little  knows  how  many  of  the  thoughts  ai^ 
theories  which  have  passed  through  the  mind  of  a  scientific  investi- 
gator have  been  crushed  in  silence  and  secrecy  by  his  own  severe 
criticism  and  adverse  examination;  that  in  the  most  successful 
instances  not  a  tenth  of  the  suggestions,  the  hopes,  the  wishes,  the 
preliminary  conclusions  have  been  realized."^ 

The  question  remains  whether  formal  verification — however  es- 
sential in  the  physical  sciences — be  either  a  possible  or  a  neces- 
sary element  in  economic  inquiry.  As  to  the  needlessness  of  formal 
verification,  the  implication  seems  to  be  that  the  econcmiic  investi- 
gator is  equipped  with  such  a  range  of  general  information  that 
automatically  he  will  reject  a  hypothesis  not  in  harmony  with  the 
facts.  This  smacks  much  of  the  disposition  of  the  uninformed  to 
declare  that  the  frequency  distribution  of  two  groups  of  data 
is  identical  because  the  curves  look  alike.  • 

The  consideration  as  to  the  impossibility  of  formal  verification 
traces  back  to  the  contention  of  MilF  that  direct  verification  in 
the  social  sciences  is  impracticable  because  of  the  absence  of  ^^pre- 
vious  empirical  generalizations"  and  because  of  the  inability  to 
compare  the  hypothesis  with  individual  experiments  or  instances  of 
like  circumstance.  But  Mill  was  concerned  less  with  the  estab- 
lishment of  social  imiformities  than  with  the  predictions  of  social 
theory,  and  even  here  he  insisted  that  while  direct  verification  is 
impossible,  there  is  "an  indirect  verification,  which  is  scarcely  of 
less  value,  and  which  is  always  practicable," — the  process  where- 
by the  conclusion  drawn  as  to  the  individual  case  is  "verified  in- 
directly, by  the  verification  of  other  conclusions,  drawn  in  other 
individual  cases  from  the  same  laws."    Formal  logicians  have  gone 

■J.  A.  Thomson,  Introduction  to  Science  (New  York  [1911]),  p.  69. 

*  Quoted  in  The  Orammar  of  Science  (3d  ed.,  London,  1911),  p.  99,  and 
by  Thomson,  op,  cit.,  p.  96. 

*  Syitem  of  Logic,  II,  688-90. 
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even  farther  in  this  process  of  qualification,  without  waiving  the 
essential  consideration:  "Verification  is  not  a  distinct  mode  of 
proof,"  Fowler  maintains,  "but  is  simply  a  confirmation  of  one 
proof  by  another,  sometimes  of  a  deduction  by  an  induction,  some- 
times of  an  induction  by  a  deduction,  and  finally,  sometimes  of  an 
induction  or  deduction  by  another."*  Proof — ^not  any  particular 
mode  of  proof — ^is  the  essential  requisite  of  scientific  iiiought. 

All  said  and  done,  the  consensus  of  opinion  among  logicians  and 
scientists  may  fairly  be  described  as  follows:  The  economy  of 
intellectual  effort  demands  that  any  hypothesis  as  to  an  existing 
uniformity  or  a  causal  relation  among  a  body  of  facts  shall  before 
presentation  as  a  scientific  contribution  be  verified  by  experiment, 
by  specific  instance,  or  by  logical  equivalent.  If  experience  be  the 
necessary  resort,  the  mere  circumstance  that  the  facts  are  com- 
plex or  difficult  of  access  does  not  relieve  the  investigator  of  his 
responsibility.  He  must  exhaust  the  possibilities,  state  frankly 
what  he  has  done,  and  qualify  his  inference  accordingly. 

We  are  now  prepared  to  formulate  the  indictment:  Economic 
speculation  in  the  United  States  has  been  marred  by  the  omission, 
deliberate  or  unwitting,  of  verification, — the  comparison  between 
tiie  conclusions  of  reasoning  and  the  results  of  observation.  In 
so  far,  it  has  partaken  of  the  character  not  of  economic  theory  but 
of  economic  theorizing. 

In  passing  to  a  bill  of  particulars,  the  critic  suffers  the  woe  of 
an  academic  ingrate  mingled  with  the  remorse  of  a  doctrinal  patri- 
cide. The  challenged  are  the  dei  majores  among  American  econo- 
mists of  our  generation, — the  men  whom  we  delight  to  honor  as 
scholars  and  as  teachers.  If  the  sword  be  now  raised  against  them, 
it  is  in  no  spirit  of  filial  impiety  but  in  the  sure  faith  that  they  who 
have  taught  us  to  forge  its  strength  and  to  whet  its  edge  will  be 
the  first  to  cry  tha^  it  be  wielded  if  true  cause  arise. 

From  out  the  mass  of  theories  enunciated  by  American  econo- 
mists of  the  present  generation  I  have  selected  four  notable  doc- 
trines,— notable  in  the  sense  of  formal  issue,  wide  diffusion,  criti- 
cal discussion,  and  doctrinal  influence: 

Henry  C.  Adams's  Theory  of  Constant  Returns, 

Simon  N.  Patten's  Theory  of  Consumption, 

John  B.  Clark's  Theory  of  Wages, 

E.  R.  A.  Seligman's  Theory  of  Tax  Incidence. 

*Blmn0nU  of  Inductive  Logic,  p.  940. 
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Henry  C.  Adams's  theory  of  constant  returns  was  given  foil  ex- 
pression in  1887  in  a  compact  monograph,  ^^The  Relation  of  tiie 
State  to  Industrial  Action,"^  as  part  answer  to  the  query  (p. 
54)  ^*Is  there  any  principle  according  to  which  industries  may  be 
classified  so  that  the  statesman  can  easily  determine  what  lines  of 
business  should  be  brought  under  the  rule  of  public  financiering?^ 
Rejecting  the  laissez-faire  device  of  delay  until  actual  experience 
of  ill,  Adams  proposed  by  ^Hhe  scientific  analysis  of  industrial  re- 
lations to  determine  with  some  degree  of  accuracy"  the  nature  of 
this  principle.  The  subsequent  argument  can  be  set  forth  by  direct 
citation  (p.  65) :  ^*A11  industries,  as  it  appears  to  me,  fall  into 
three  classes,  according  to  the  relation  that  exists  between  the 
increment  of  product  which  results  from  a  given  increment  of  capi- 
tal or  labor.  These  may  be  termed  industries  of  constant  returns, 
industries  of  diminishing  returns,  and  industries  of  increasing  re- 
turns. The  first  two  classes  of  industries  are  adequately  controlled 
by  competitive  action ;  the  third  class,  on  the  other  hand,  requires 
the  superior  control  of  state  power.*' 

Then  passing  specifically  to  the  composition  of  the  first  class 
(p.  55) :  ^^AU  those  businesses  in  which  success  depends  largely 
on  attention  to  detail,  and  where  the  personal  element  of  the  laborer 
is  brought  prominently  into  view,  fall  under  this  class.  For  ex- 
ample, the  retail  business  of  merchants  is  subject  to  the  rule  here 
stated.  .  .  .  There  can,  therefore,  be  no  motive  for  endeavoring  to 
apply  the  rule  of  public  financiering  to  businesses  of  this  sort." 

Professor  Adams  has  here  conformed  to  the  first  two  stages  of 
scientific  reasoning,  observation  and  inference ;  he  has  ignored  the 
third,  verification.  From  the  days  of  Ricardo  and  Senior,  indus- 
tries of  diminishing  and  of  increasing  returns  have  been  recognized 
as  valid  corollaries  of  the  law  of  diminishing  returns  and  the  prin- 
ciple of  monopoly  gains.  The  recognition  of  an  intermediate  group 
subject  to  a  law  of  constant  returns  and  the  assignment  thereto  of 
the  great  body  of  industrial  enterprises  constituted  a  distinct  hy- 
pothesis. However  legitimate  as  a  tentative  assumption,  attained 
by  elimination  or  deduction,  such  an  hypothesis  could  be  properiy 
set  forth  as  an  economic  law  only  after  the  amplest  proof  by  ref- 
erence to  actual  facts, — in  this  particular  case  both  existent  and 
accessible. 

Simon  N.  Patten's  theory  of  consumption,  enunciated  in  The 

^PubUeatiom  of  ths  American  Bconomie  A$$oci€Uion,  Fir$i  89r%$»,  Vol.  I, 
No.  6. 
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Consumption  of  Wedlth^^  in  1889,  is  a  bold  and  courageous  ven- 
ture exhibiting  in  his  most  characteristic  speculation  the  form  and 
mode  of  the  author's  reasoning  process.  The  starting  point  is  the 
proposition  that  (Introduction,  v)  ^Vhile  production  is  determined 
by  consumption ;  the  latter  is  itself  largely  modified  by  the  former." 
The  problem  is  explicitly  conceived  as  (i&.)  ^Ho  bring  all  those 
facts  into  harmonious  relations  to  one  another  which  throw  light 
upon  the  laws  regulating  the  consumption  of  wealth.''  Deduction 
is  elected  as  the  mode  of  investigation  since  the  data  are  primary 
facts  of  human  nature  and  social  organization,  and  warning  is 
served  that  the  ultimate  laws  are  likely  to  be  obscured  by  disturb- 
ing causes  and  counter  forces. 

But  the  method  pursued  and  the  result  attained  fall  short  of 
such  formal  avowal  of  plan  and  purpose.  By  indulgence  in  conjec- 
tural history,  ^^tracing  the  past  development  of  man"  (p.  9)  or 
going  "back  to  primitive  times"  (p.  24),  by  resort  to  free  specula- 
tion unchecked  by  attempted  proof,  Professor  Patten  gives  us 
brilliant  hypotheses  and  stimulating  conjectures, — but  not  estab- 
lished principles. 

In  declaring,  as  a  primary  or  ultimate  law  of  consumption  that 
(p.  18)  "With  every  increase  in  the  variety  of  our  food,  the 
intensity  of  pleasure  derived  from  the  food  must  be  reduced;  so 
that,  when  the  system  becomes  accustomed  to  the  new  diet,  the 
point  of  satiety  will  be  reached  sooner  than  was  formerly  the 
case,"  or  in  stating  as  the  enonomic,  in  contrast  to  the  natural,  or- 
der of  consumption  that  (p.  19)  "A  man  under  economic  conditions 
will  first  choose  that  article  which  has  the  highest  ratio  of  pleasure 
to  pain,  and  then  other  articles  will  be  chosen  in  that  order  which 
allows  the  highest  ratios  to  stand  first,"  there  is  no  trace  of  that 
deliberate  reference  to  positive  phenomena  for  verification,  amend- 
ment, or  rejection  which  constitutes  an  essential  of  scientific 
thought.  If  the  propositions  be  true,  they  attest  the  profound 
insight,  the  rare  intuition,  the  fertile  imagination,  and  the  signal 
good-luck  of  a  gifted  philosopher.  Like  Galileo  he  will  have  "used 
method  by  genius."  If  the  propositions  be  false  they  afford  new 
evidence  that  philosophical  accident  may  not  be  relied  upon  to 
replace  logical  method,  and  that  ordinary  men  can  hope  to  rival 
Galileo  only  by  using  the  rules  which  he  could  neglect.**     To 

^PubUeatioM  of  the  Univenity  of  Pennsylvania:  Political  Economy  and 
Public  Law  Seriet,  No.  4   (Philadelphia,  1889). 

^Cf.  Case,  "Scientific  Method  as  a  Mental  OperatHm"  in  Leoturee  on  the 
Method  of  Science  (ed.  T.  B.  Strong,  Oxford,  1906),  p.  11. 
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economic  science  the  real  injury  is  the  complete  uncertainty  in 
which  we  are  left  as  to  whether  the  propositions  are  true  or  false. 

John  B.  Clark's  theory  that  the  specific  productivity  of  labor 
fixes  wages  embodies  the  essential  concept  of  the  author's  economic 
system, — ^the  doctrine  of  imputation.  With  rare  intellectual  tenac- 
ity Professor  Clark  has  here  constructed  a  ^^homogeneous  hypoth- 
esis" as  to  the  phenomena  of  economic  distribution,  not  by  ref- 
erence to  such  facts,  but  by  large  reliance  upon  the  legal  concept 
and  social  institution  of  private  property.  As  from  the  earliest 
recognition  of  private  property  in  economic  relations,  man  obtains 
the  full  fruit  of  his  exertion  as  reward,  so  in  the  most  highly  de- 
veloped industrial  society  the  labor-unit  tends  to  receive  as  wages 
an  amount  equivalent  to  the  value  of  the  product  created  by  "a 
final  unit  of  social  labor."*^ 

From  the  days  of  Aristotle  analogical  reasoning  has  been  a 
recognized  mode  of  inference.  The  geologist  infers  the  efficient 
causes  of  events  that  happened  in  the  Devonian  age  from  the  conse- 
quences of  particular  happenings  today.  Darwin  formulated  theo- 
ries as  to  variations  which  might  have  occurred  in  unthinkable 
distant  aeons  from  the  particular  variations  which  he  observed 
in  his  domesticated  pigeons  and  cultivated  plants.^'  But  analogy, 
even  though  often  the  only  recourse  in  reasoning  from  the  present 
to  the^  remote,  from  the  accessible  to  the  inaccessible,  can  never 
yield  anything  more  than  an  hypothesis.  Even  then  the  way  is 
beset  with  peril.  "It  is  a  common  error,"  warned  Rowland  the  great 
investigator,  ^Sehich  young  physicists  are  apt  to  fall  into  to  obtain 
a  law,  a  curve,  or  a  mathematical  expression  for  given  experimental 
limits  and  then  to  apply  it  to  points  outside  those  limits.  This  is 
sometimes  called  extrapolation.  Such  a  process,  unless  carefully 
guarded,  ceases  to  be  a  reasoning  process,  and  becomes  one  of  pure 
imagination  specially  liable  to  error  when  the  distance  is  too 
great."" 

With  respect  to  contemporary  social  phenomena,  the  validity  of 
an  analogical  hypothesis  is  established  not  by  flawless  inference  and 
lucid  exposition  but  by  the  bare  hard  test:  Is  it  the  simplest 
theory  available  for  explaining  the  facts?  Like  the  mechanical 
hypothesis  of  modem  physical  science  it  fulfills  its  purpose  only 

^Th€  DUtribution  of  Wealth  (New  York,  1899),  p.  168. 
>*  Thomson,  op,  cit,,  pp.  58-59. 

^  *The  Highest  Aim  of  the  Physidsf  in  Johns  Hopkim  Umvsrriiy  Oiremlar, 
March,  1900,  p.  19. 
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when  its  ^^conjectural  attributes  explain  in  tiie  simplest  and  most 
plausible  way  the  largest  body  of  known  phenomena  and  when  they 
anticipate  phenomena  afterwards  observed."^'  The  theory  of  spe- 
cific productivity  was  propounded  void  of  any  such  test.  How 
signal  was  the  omission  is  suggested  by  the  brilliant  attempt  of  an 
accomplished  disciple  eleven  years  later  to  repair  the  defect. 

Professor  E.  R.  A.  Seligman's  theory  of  the  incidence  of  taxa- 
tion, as  presented  in  1892  and  revised  in  the  successive  editions  of 
The  Stuffing  and  Incidence  of  Taxation  in  1899  and  1910,  may 
reasonably  be  described  as  the  most  ambitious  attempt  at  economic 
deduction  made  by  an  American  scholar  of  our  generation.  Pre- 
faced by  an  imposing  historical  review  of  the  literature  of  the 
subject — ^past  and  present,  deliberate  and  incidental,  domestic  and 
imported — the  essay  should  be  free  from  at  least  the  fundamental 
errors  of  method  which  the  author's  profound  erudition  and  critical 
acumen  have  detected  90  unerringly  in  the  writings  of  others. 

If  Ricardo's  doctrine  of  incidence,  ^^called  par  excdlence  the 
absolute  theory,"  be  incomplete  in  failing  (p.  161)  *Ho  notice  the 
practical  effects  of  economic  friction,"  with  the  result  tiiat  (tb.) 
*^It  might,  perhaps,  be  true  so  far  as  it  went,  but  it  would  even 
then  not  go  far  enough  to  explain  actual  phenomena,"  the  theory 
which  is  to  replace  it  should  certainly  escape  the  same  pitfall  of  de- 
fective method.  Yet  in  this  respect — the  failure  to  submit  conclu- 
sions to  verification  and  test — ^Professor  Seligman's  analyses  are 
glaringly  Ricardian.  His  assumptions,  it  is  true,  are  not  the  few 
simple  premises  of  Ricardo,  but  a  body  of  empirical  generaliza- 
tions that  incorporate  certain  of  the  characteristics  of  the  modem 
industrial  system.  But  his  conclusions  are  none  the  less  unverified 
hypotheses. 

Here  and  there  detached  facts  are  cited  in  illustration.  Where 
^^a  careful  statistical  investigation"  (p.  SS4),  *^a  more  recent  in- 
ductive verification"  (ib.),  "a  more  recent  investigation"  (p.  885), 
are  conveniently  at  hand — as  in  the  case  of  the  taxation  of  mort- 
gages— the  results  are  used  to  test  the  conclusion.  But  beyond 
this,  and  occasional  bibliographical  references  to  (p.  87S)  *%duc- 
tive  statistical  studies"  of  the  incidence  of  other  taxes,  there  is  no 
attempt  to  establish  the  validity  of  hyi>otheses  by  appeal  to  facts. 
The  author,  fully  alive  to  the  purpose  of  such  procedure,  seems  to 
feel  himself  absolved  by  the  adequacy  of  his  premises,  the  certainty 
of  his  inferences,  the  guarded  application  of  his  conclusions,  from 

""L.  T.  More,  Th0  LimUatunu  of  8ei$nee  (New  York,  1915),  pp.  15,  97. 
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the  necessity  of  undergoing  the  drudgery  and  detail  that  verifi- 
cation involves. 

Grave  as  has  been  the  direct  harm  to  the  progress  of  economic 
science  by  faulty  method,  the  larger  injury  has  been  the  un- 
wholesome influence  exerted  by  example  upon  students,  devotees, 
and  disciples.  This  has  taken  the  form  of  (1)  the  encouragement 
of  commentation,  (S)  the  vogue  of  text-book  writing,  (8)  the  tol- 
erance of  metaphysical  controversy  as  to  final  terms  and  ultimate 
concepts. 

1.  Historians  of  scientific  thought  describe  as  ^^the  ccmunaita- 
torial  spirit"  that  disposition  among  scholars  to  lean  on  the  au- 
thority of  earlier  thinkers,  *^o  study  the  opinions  of  others  as  tiie 
only  mode  of  forming  their  own;  to  read  nature  throu^  books; 
to  attend  to  what  had  been  already  thought  and  said,  rather  than 
to  what  really  is  and  happens."  This  "reign  of  mere  disputation"** 
has  been  recurrent  in  the  history  of  thought,  and  always  with  un- 
fortunate result.  "The  wavering  abstractions,  indistinct  generali- 
zations, and  loose  classifications  of  common  language,"  records 
Whewell,  were  "the  only  source  from  which  the  schoolmen  of  the 
Middle  Ages  drew  their  views,  or  rather  their  arguments:  and 
though  these  notional  and  verbal  relations  were  invested  with  a 
most  complex  and  pedantic  technicality,  they  did  not,  on  that 
account,  become  at  all  more  precise  as  notions  or  most  likely  to 
lead  to  a  single  real  truth.  Instead  of  acquiring  distinct  ideas, 
they  multiplied  abstract  terms;  instead  of  real  generalizations, 
they  had  recourse  to  verbal  distinctions.  The  whole  course  of  their 
employments  tended  to  make  them,  not  only  ignorant  of  physical 
truth,  but  incapable  of  conceiving  its  nature."**^ 

A  kindred  mode  of  intellectual  activity  has  engaged  American 
economists  of  our  own  generation  to  a  very  considerable  extent. 
It  has  given  us  that  "scientific  snobbishness"  which  M.  Poincar^ 
warns  us,  "is  so  easy  to  gull  by  its  novelties."*®  It  has  exalted 
smartness  and  hypercriticism  at  the  expense  of  scientific  industry. 
It  has  constituted  a  mischievous  concept,  "the  economic  theorist" 
or  the  specialist  in  economic  theory, — a  superior  breed  of  econ- 
omist who  looks  upon  positive  inquiry  much  as  the  late  Professor 
Clifford  regarded  sociology,  as  "all  about  papa  and  mama, 
clothes,  houses,  shops,  policemen,  half  pence  and  such  like."**    It 

^Whewell,   HUtory    of    the   Inductive    Seiencei    (London,    1837),    I,    9SL 

» Ibid.,  p.  aw. 

^DsmUm  Psmies  (Paris,  1913),  p.  941. 
^L0€tur0$  and  Bi$ayi  (London,  1886),  p.  435, 
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has  countenanced  a  mode  of  scientific  participation  wherein  the 
economic  fledgling,  instead  of  serving  the  hard  apprenticeship  of 
observation,  investigation,  description,  and  empirical  generaliza- 
tion, attempts  the  short-cut  to  scientific  eminence  by  laying  hold 
of  the  latest  contribution  to  economic  speculation,  mulling  and 
pawing  over  it  by  what  Pearson  has  termed  ^Some  obscure  process 
of  internal  cogitation,"  and  emerging  with  ^^a  paper  on  theory," 
with  rejoinder  and  counter  reply  to  follow. 

2.  Since  1885  there  have  been  published  in  the  United  States 
nearly  thirty  textbooks  on  political  economy.  The  text-writing 
habit  of  American  economists  is  in  part  capable  of  materialistic 
interpretation, — the  problem  of  undergraduate  teaching  and  the 
pressure  of  enterprising  publishers.  In  so  far  as  an  economic 
treatise  is  an  exposition — ^in  manner  suited  to  student  or  reader 
needs — of  the  prevailing  state  of  the  science,  with  such  further  ad- 
dition of  amendment  as  the  independent  labors  of  the  autiior  have 
contributed,  it  serves  a  valid  scientific  end. 

This  ceases  to  be  the  case  when  tiie  textbook  becomes  either  a 
mere  stylistic  paraphrase  or  a  device  for  incorporating  untested 
hypotheses  into  the  body  of  economic  theory.  The  state  of  mind 
wherein  the  economist  as  teacher  finds  it  essential,  as  evidence  of 
intellectual  autonomy,  to  prepare  a  textbook  of  his  own  compo- 
sition, much  as  the  economic  departments  of  the  last  decade 
deemed  it  important  to  establish  institutional  journals,  is  of  course 
unfortunate.  But  at  worst  this  is  prodigal  waste  of  a  scholar's 
<energy.  Far  more  serious  in  its  scientific  consequence  is  it  for 
the  textbook  to  be  exploited  in  the  exposition  of  scientifically 
incomplete  theories.  With  the  manual  become  in  so  far  treatise, 
demanding  that  every  new  element  undergo  the  hard  rigorous 
test  of  scientific  method,  that  gaps  be  neither  evaded  nor  glossed 
but  remain  gaps  untH  properly  bridged, — substitution  of  hypothe- 
ses for  theories,  of  assumption  for  proof,  Is  a  mischievous,  because 
a  masked,  lapse. 

S.  It  is  no  new  thing  for  economists  to  engage  in  controversy  as 
to  final  terms  and  in  speculation  as  to  idtimate  concepts.  The 
historic  Political  Economy  Club  discussed  ^Hhe  proper  signification 
of  the  word  Demand.''  John  Stuart  Mill  rated  as  ^^n  unsettled 
question  of  political  economy"  the  correct  meaning  to  be  attached 
to  ^Hhe  words  productive  and  unproductive."  Malthus  wrote  a 
book  on  ^definitions  In  Political  Economy,"  and  appended  a  set 
of  them.     The  last  months  of  Ricardo's  life  were  absorbed  in 
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animated  controversy  as  to  the  measure  of  value,  and  there  is  at 
least  Maria  Edgworth's  story  of  the  gentleman  who,  when  asked 
if  he  would  be  of  the  Political  Economy  Club,  answered  that  he 
would  "whenever  he  could  find  two  members  of  it  that  agree  on  any 
one  point/' 

There  are  two  motives  which  may  lead  the  economist  to  sudi  ac- 
tivity. The  first  is  the  desire  of  the  investigator  to  amend  or 
revise  an  accepted  term  or  concept  by  incorporating  the  tested 
result  of  his  own  research.  It  is  the  manner  in  which  the  progress 
of  a  science  is  registered.  Its  characteristics  are  caution,  re- 
straint, and  abundant  evidence.  Of  this  kind  were  Ricardo's 
correction  of  Gresham's  law  and  Walker's  disassociation  of  the 
captain  of  industry. 

Very  different  is  the  impulse  to  debate  terms  and  to  discuss 
postulates  in  a  spirit  of  logical  disputation  and  metaphysical  re- 
finement, as  exemplified  in  so  much  American  economic  writing.  If 
there  be  reluctance  in  accepting  as  "an  axiom  in  modem  thought" 
that  "the  hope  of  discovering  the  laws  of  nature  and  our  relation  to 
them  by  metaphysical  reasoning  is  impossible,"^^  there  is  surely 
agreement  that  this  is  not  the  initial  task  of  the  investigator.  The 
physicist  debates  the  constitution  of  energy,  the  chemist  discusses 
the  composition  of  matter,  the  biologist  argues  the  origin  of  life; 
but  none  of  these  as  the  economist  theorizes  over,  let  us  say,  the 
nature  of  value.  Historical  equipment,  intellectual  maturity,  in- 
ductive experience  must  be  possessed  by  the  natural  scientist  in  the 
very  highest  degree  before  he  attempts  to  grapple  with  the  ultimate 
concepts  of  his  field  of  study.  "What  is  matter;  what  is  gravita- 
tion" ;  asked  Rowland,  "what  is  ether  and  the  radiation  through  it ; 
what  is  electricity  and  magnetism;  how  are  these  connected  to- 
gether and  what  is  their  relation  to  heat?  These  are  the  greater 
problems  of  the  universe.  But  many  infinitely  smaller  problems 
we  must  attack  and  solve  before  we  can  even  guess  at  the  solution  of 
the  greater  ones."**  Even  then,  the  physicist  does  so  in  face  of  a 
growing  protest.  An  acute  critic  of  modem  scientific  tendencies, 
after  lamenting  that  "many  men  of  science  have  forgotten  the  dis- 
tinctions between  the  creations  of  nature  and  the  creations  of  their 
imagination,"  and  insisting  that  "the  question  may  well  be  asked, 
whether  physical  science  has  not  outgrown  a  method  proper  for  the 
alchemist  and  the  astrologer,"  has  attempted  to  draw  "a  definite 

■•  More,  op,  ciU,  p.  1. 
*  Op.  dt,,  p.  17. 
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boundary  line  between  the  regions  of  physics  and  metaphysics"  by 
saying  that  ^^the  domain  of  physics  is  concerned  with  the  discovery 
of  phenomena  and  the  formulation  of  natural  laws  based  on  postu- 
lates which  are  determined  by  experience  and  generally  accepted  as 
true ;  the  causes  of  phenomena  and  the  discussion  of  the  postulates 
of  science  lie  in  the  province  of  the  metaphysician."^^ 

The  distinction  is  too  instructive  to  be  lost.  The  term  ^^meta- 
politics"  to  describe  ^^an  investigation  of  the  speculative  basis  of 
political  doctrines"  is  as  old  as  De  Lolme  and  Coleridge.  So  too, 
a  "meta-chemistry,"  dei^ling  with  "the  chemistry  of  the  supersen- 
sible," and  a  "meta-physiology,"  concerned  with  the  "principles 
outside  of  and  higher  tiian  those  of  physiology  and  the  material 
organism."^'  The  Oxford  Dictionary  indeed  countenances  "the 
practice  of  prefixing  ^meta-'  to  the  name  of  a  science,  to  form  a 
designation  for  a  higher  science  (actual  or  hyi>othetical)  of  the 
same  nature  but  dealing  with  ulterior  and  more  fundamental  prob- 
lems." Let  there  be,  in  like  manner,  a  "meta-economics"  concerned 
with  the  economics  of  the  supersensible.  Since  we  must  theorize, 
let  us,  with  Sir  Lucius,  preserve  "the  genteelest  attitude  into  the 
bargain." 

This  constitutes  no  denial  of  the  ultimate  possibility,  and  the 
eminent  desirability,  of  a  theoretical  economics.  Hans  Driesdi 
prefaced  his  Gifford  Lectures  on  The  Science  and  Philosophy  of 
the  Organism^^  with  the  frank  admission  that  (p.  S),  "One  may  be 
a  first-rate  organic  chemist  even  when  looking  upon  the  atoms  as 
small  billiard  balls,  and  one  may  make  brilliant  discoveries  about 
the  behavior  of  animals  even  when  regarding  them  in  the  most  an- 
thropomorphic manner — granted  that  one  is  a  good  observer;  but 
it  can  hardly  be  admitted  that  our  chemist  would  do  much  to  ad- 
vance the  theory  of  matter,  or  our  biologist  to  solve  the  problem 
of  the  relations  between  body  and  mind." 

The  economist  may  proceed  farther  and  agree  in  paraphrase 
that  (p.  4),  "only  by  becoming  a  true  philosophy  of  nature  are 
social  sciences  of  all  sorts  able  to  contribute  to  the  highest  ques- 
tions which  man's  spirit  of  inquiry  can  suggest."  But  having  gone 
so  far  the  economist  must  continue  at  equal  pace  with  the  biologist 
and  insist  that,  a  "naive"  science  becomes  a  philosophical  specula- 
tion by  transition,  not  by  replacement;  that  (p.  6)  "we  perhaps 

"More,  op,  cit„  pp.  17,  SO,  113-14. 

*  Oxford  DietUmary,  tub  nam, 

^Ab0rd4$n  Univenity  Studies,  No.  33,  VoL  I  (Aberden,  1908). 
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shall  be  able  to  understand  what  its  part  may  be  in  solving  what 
can  foe  solved,"  and  that  (p.  4)  *^The  beginning  of  a  long  series  of 
studies  is  not  the  right  place  to  decide  this  important  question." 

If  there  be  substantial  truth  in  the  foregoing,  the  moral  to  be 
drawn  is  neither  methodological  formulae  nor  an  ^^advice  to  young 
economists,"  but  a  larger  scientific  consciousness.  The  best  remedy 
for  a  half-science,  Poincar6  insists,  is  more  science.**^  The 
political  economist  can  not  with  impunity  continue  to  neglect  an 
essential  process  in  scientific  inquiry.  So  long  as  he  does  he  must 
be  prepared  to  face  the  biting  query  that  the  critic  of  the  specula- 
tive tendency  in  physical  science,  to  whom  I  have  already  referred, 
has  propounded:  ^%  it  any  wonder  that  a  gulf  is  growing  not 
only  between  men  of  science  and  the  rest  of  the  world,  but  also  be- 
tween theorists  and  those  who  are  still  willing  to  sulnnit  their 
imagination  to  experience?  Such  a  gulf  is  certain  to  continue  so 
long  as  theorists  are  willing,  and  even  anxious  to  ignore  common 
sense  and  the  facts  gained  by  patient  and  exact  experimentation."'^ 

Some  realization  of  this  danger  has  come.  ^^My  last  book  on 
economics  was  a  failure,"  Professor  Patten  cheerfully  recorded  in 
191S,  ^^and  having  realized  this  I  resolved  to  write  no  more  books 
on  economic  theory  until  I  could  see  some  attainable  goal."^'^  On  the 
other  hand,  the  labors  of  a  growing  body  of  American  economists — 
Taussig  upon  international  trade,  Ripley  upon  railway  transporta- 
tion, Kemmerer  and  Fisher  upon  prices,  Moore  and  Bamett  upon 
wages,  Mitchell  and  Persons  upon  crises,  T.  S.  Adams  and  Plehn 
upon  taxation — to  single  out  but  a  few — point  to  acceptance,  con- 
scious or  unconscious,  of  Pearson's  dictum  that  although  the 
discovery  of  law  is  the  peculiar  fimction  of  the  creative  imagina- 
tion, yet  this  imagination  has  to  be  a  disciplined  one.  ^^It  has 
in  the  first  place  to  appreciate  the  whole  range  of  facts,  which 
require  to  be  resumed  in  a  single  statement ;  and  then  when  the  law 
is  reached — often  by  what  seems  solely  the  inspired  imagination  of 
genius — it  must  be  tested  and  criticised  by  its  discoverer  in  every 
conceivable  way,  till  he  is  certain  that  the  imagination  has  not 
played  him  false,  and  that  his  law  is  in  real  agreement  with  the 
whole  group  of  phenomena  which  it  resumes."'® 

^DsmUrei  Pens^es,  p.  241. 

••More,  op,  cit,,  p.  112. 

^The  Reconstruction  of  Economic  Theory,  p.  1. 

••  The  Grammar  of  Science,  p.  3L 
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The  output  till  now  is  not  large ;  but  it  is  only  in  this  wise  that 
knowledge  grows.  In  science  as  in  affairs,  **the  recognition  of  our 
ignorance  is  the  surest  way  to  get  rid  of  it."^*  Professor  Clifford's 
modest  dream  of  *Hhe  good  time  coming"  in  natural  science  was 
**when  also  benevolent  old  ladies  may  be  expected  to  know  one  end  of 
a  guinea-pig  from  the  other."'^  A  generation  ago  Cliffe  Leslie 
ventured,  more  hopefully,  that  America  would  take  an  active  part 
in  bringing  to  light  and  in  solving  those  *hiew  economic  problems" 
which  the  chief  economists  of  both  worlds  have  never  yet  raised, 
and  of  which  they  have  not  dreamt.'^  If  the  coming  years  are  to 
bring  us  nearer  to  that  still  remote  goal,  it  must  be  by  unremitting 
regard  to  Huxley's  classic  warning:  ** Whenever  science  has  halted 
or  strayed  from  the  right  path,  it  has  been,  either  because  its  vo- 
taries have  been  content  with  mere  unverified  or  unverifiable  specu- 
lation; or  it  has  been,  because  the  accumulation  of  details  of 
observation  has  for.  a  time  excluded  speculation."'^ 

*ClifPord,  L§ctw0S  and  E»»ay»,  p.  96. 
'•Ihtd.,  p.   403. 

*^  E»$ay9  In  Political  Economy,  p.  154. 

■*<The  Progress  of  Science,  ISST-ISST,"  in  MHhodi  and  B€9ulti:  E99ay9 
(New  York,  1899),  pp.  64-65. 


THE  ROLE  OF  MONEY  IN  ECONOMIC  THEORY 

By  Wesley  C.  Mitchell 
Columbia  University 

Among  recent  tendencies  in  economic  theory  ncme  seems  to  me 
more  promising  than  the  tendency  to  make  the  use  of  money 
the  central  feature  of  economic  analysis.  What  forms,  tacit  and 
explicit,  this  tendency  assumes,  and  what  future  work  it  suggests 
are  my  chief  themes.  But  the  significance  of  recent  developments 
will  stand  out  more  clearly  if  I  recall  the  curious  role  played  by 
money  in  the  parent  stock  from  which  our  current  types  of  eco- 
nomic theory  are  descended. 


^^The  science  of  Political  Economy  as  we  h^ve  it  in  Eng^nd,'' 
wrote  Bagehot,  *^may  be  defined  as  the  science  of  business,  such 
as  business  is  in  large  productive  and  trading  communities.  ...  It 
assumes  the  principal  facts  which  make  that  commerce  possi- 
ble .  .  .  .:  free  laborers  working  for  money  wages,  capitalist 
employers  in  quest  of  money  profits,  a  highly  developed  monetary 
system  with  a  loan  fund  and  a  speculation  fund — in  short,  the 
whole  set  of  pecuniary  institutions  under  which  the  ^^general  art 
of  money-making  has  grown  up."  ^^It  assumes  that  every  man 
who  makes  anything,  makes  it  for  money.  .  .  ."  Finally,  it 
assumes  the  sort  of  human  nature  appropriate  to  money-makers. 
'^Dealing  with  matters  of  ^business,'  it  assumes  that  man  is  ani- 
mated only  by  motives  of  business."^  Or,  as  Dr.  Marshall  phrased 
it,  the  classical  economists  worked  out  ^'their  theories  on  the  tacit 
supposition  that  the  world  was  made  up  of  city  men."^ 

There  are  no  better  accredited  interpreters  of  classical  political 
economy  than  Bagehot  and  Marshall.  Yet  these  tacit  assumptions 
w^hich  they  impute  to  the  classical  writers  seem  at  variance  with 
the  explicit  statements  about  money  found  in  the  classical  texts. 
Mill  puts  the  matter  most  clearly.  He  holds  the  use  of  money 
to  be  a  superficial  phenomenon,  one  which  often  ^^obscures,  to 
an  unpracticed  apprehension,  the  true  character  of"  economic 
processes.^     He  discusses  production,  distribution,  and  even  ex- 

^*The   Postulates   of   English   Political   Economy."     Bagehot*s 
Studiei,  edited  by  R.  H.  Hutton,  especially  pp.  6,  7. 
*Prineiple§  of  Eeonomici^  1st  ed.,  p.  62. 
^Principlei  of  Political  Economy,  Ashley's  ed.,  p.  72. 
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change,  '^without  introducing  the  idea  of  Money  (except  occa- 
sionally for  illustration)."  When  he  does  ^^superadd  that  idea," 
he  admits  that  without  *^a  Circulating  Medium"  we  should  suffer 
two  great  inconveniences: — **the  want  of  a  common  measure  for 
values,"  and  inability  to  carry  the  division  of  labor  to  any  con- 
siderable extent.^  But,  ^^Great  as  the  difference  would  be  between 
a  country  with  money,  and  a  country  wholly  without  it,  it  would  be 
only  one  of  convenience."*^  For,  "The  introduction  of  money  does 
not  interfere  with  the  operation  of  any  of  the  Laws  of  Value  laid 
down  in  the  •  .  •  chapters"  written  before  the  idea  of  money  was 
superadded.®  And  the  like  holds  of  distribution.  Money  makes  no 
difference  in  the  law  of  wages  or  the  law  of  rent.  "Wages  and 
Rent  being  thus  regulated  by  the  same  principles,  when  paid  in 
money,  as  they  would  be  if  apportioned  in  kind,  it  follows  that 
Profits  are  so  likewise."^  "There  cannot,  in  short,  be  intrinsically 
a  more  insignificant  thing,  in  the  economy  of  society,  than  mcmey, 
except  in  the  character  of  a  contrivance  for  sparing  time  and 
labour."* 

Political  Economy,,  then,  is  the  science  of  business,  and  economic 
men  are  money-makers ;  nevertheless,  the  use  of  money  is  a  fact  of 
no  importance  for  economic  theory.  This  seeming  contradiction 
between  the  letter  of  the  economic  law  and  its  spirit  as  inter- 
preted by  loyal  conmientators  long  passed  without  notice.*  It  was 
part  of  the  classical  tradition  to  accept  both  of  these  views,  and 
not  to  think  of  them  at  the  same  time.^^ 

*  Pp.  483,  484.  It  would  be  going  too  far  to  credit  Mill  with  a  full  appre- 
ciation of  all  that  lies  latent  in  his  admission  that  without  money  we  should 
lack  ^'a  common  measure  for  values.'* 

•P.   6. 
•P.  488. 
'  Pp.  888,  891. 
•P.  488 

*  I  have  not  scrupled  to  set  Mill's  clear  statements  about  the  insignificance  of 
money  against  Bagehot's  and  Marshall's  interpretations  of  classical  economics, 
although  both  of  the  latter  were  probably  thinking  of  Ricardo  rather  than 
of  MilL  As  Professor  J.  M.  Keynes  remarks,  "Bagehot  kicked  morally  and  in- 
tellectually against  the  Mill  despotism.  Just  as  Jevons  did.  The  same  feeling, 
far  less  intense,  is  to  be  found  in  some  of  the  criticisms  of  Dr.  Marshall"  (The 
Works  of  Walter  Bagehot,"  Bconomie  Jowmal,  September,  1915,  XXV,  375). 
In  the  point  at  issue,  however,  it  seems  to  me  that  Mill  was  merely  formulating 
luddly  the  tacit  views  of  his  predecessors. 

^So  far  as  I  know,  the  first  writer  to  raise  the  issue  in  any  form  was 
Professor  F.  von  Wieser.  In  the  preface  of  his  Natural  Valmg  (1888,  English 
translation,  1893,  pp.  xxvii-xxix)   he  pointed  out  the  confusion  between  the 
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When  Jevons  ^'shunted  the  car  of  Economic  science"  to  another 
track,  he  pushed  the  use  of  money  farther  into  the  background. 
This  result  followed  from  his  explicit  avowal  of  hedonism  as  the 
basis  of  economic  theory.  The  ^^ultimate  quantities  which  we 
treat  in  Economics,"  he  holds,  *^are  Pleasures  and  Pains."^^  ^^But 
it  is  convenient  to  transfer  our  attention  as  soon  as  possible 
to  the  physical  objects  or  actions  which  are  the  source  to  us 
of  pleasures  and  pains."^^  Accordingly,  he  develops  his  theory 
of  exchange  without  consciously  introducing  the  use  of  money ."^' 
His  "trading  bodies"  are  engaged  in  barter, — swapping  com  for 
beef.  No  man  of  his  generation  knew  more  about  money  and 
the    mechanism   of    exchange    than    Jevons,    and   no    man    con- 

''philosophical*'  theory  of  value  and  the  "empirical"  theory  of  price  in  Adam 
Smith  and  Ricardo.  Professor  A.  C.  Whitaker  has  worked  out  this  theme  folly 
in  his  History  and  Criticism  of  the  Labor  Theory  of  Value  in  English  PoUHeal 
Economy  (Columbia  Studies  in  History,  Economics  and  Public  Law,  yoL  xiz, 
no.  8)f  New  York,  1904.  The  result  of  these  inquiries  is  a  detailed  demon- 
stration that  the  classical  writers  from  Adam  Smith  to  Caimes  did  not  succeed 
In  resolving  all  items  of  ''entrepreneur's  cost"  into  "labor  cost" — that  is,  they 
did  not  reaUy  get  rid  of  pecuniary  factors  in  their  tlieory  of  exchange. 

It  has  indeed  become  more  difficult  to  understand  than  to  criticise  the  classi- 
cal attitude  toward  the  use  of  money.  One  clue  to  it  is  given  by  Professor 
Thorstein  Veblen  ("The  Preconceptions  of  Economic  Science,  II,"  QuarUrly 
Journal  of  Economics,  July,  1899;  XIII,  411-26).  Veblen  lays  stress  upon  the 
hedonistic  conception  of  human  nature  which  the  classical  writers  held  tacitly, 
either  as  professed  disciples  of  Bentham  or  as  sharers  in  the  common  senae  of 
their  day.  This  preconception  shifted  the  center  of  interest  in  economics  away 
from  Adam  Smith's  concern  with  the  bearings  of  industry  upon  the  community's 
material  welfare  to  Ricardo's  problem  of  value  and  distribution.  To  conceive 
economic  behavior  as  concerned  primarily  with  buying  and  selling  oonmiodities, 
or  with  getting  wages,  rent,  and  profits  was  to  emphasise  the  pecuniary  side 
of  life.  Hence  the  legitimacy  of  Bagehot's  interpretation  of  "English  Political 
Economy"  as  "the  science  of  business."  But  on  the  hedonistic  basis  money 
was  a  mere  symbol: — nothing  reaUy  counted  in  controlling  behavior  but 
pleasures  and  pains.  Hence  Mill's  confident  assertions  about  the  insignificance 
of  money.  A  hedonist  could  admit  no  fundamental  inconsistency  between  the 
hedonic  and  the  pecimiary  calculus,  though  he  might  admit  that  the  pain 
cost  of  a  day's  labor  to  a  skilled  man  stood  for  more  money  than  the  corre- 
sponding pain  cost  to  an  unsldUed  man,  and  so  need  to  supplement  his 
"philosophy"  of  valu6  by  an  "empirical"  theory  of  prices. 

"  Theory  of  Political  Economy,  4th  ed.,  p.  65. 

»  P.  37. 

^  That  his  exposition  does  logicaUy  involve  the  existence  of  a  general  medium 
of  exchange  has  been  shown  by  Professor  Allyn  A.  Young.  "Jevons*  Theory 
of  Political  Economy,'"  American  Economic  Review,  September,  1919,  II,  594. 
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tributed  more  to  our  knowledge  of  price  fluctuations.  But  he  be- 
lieved heartily  in  the  subdivision  of  economic  studies.  ^^  Among 
the  fundamentals  of  economic  theory — ^that  is,  in  ^Hhe  mechanics  of 
utility" — ^he  saw  no  place  for  money.  It  belonged  among  "the 
higher  complications  of  the  subject,"  into  which  his  great  treatise 
did  not  enter.^' 

For  the  "motives  of  business"  which  Bagehot  found  dominating 
classical  economics  then,  Jevons  substituted  ihe  striving  for  pleas- 
ure. Granted  the  validity  of  hedonism,  his  way  of  conceiving  eco- 
nomic behavior  was  a  great  advance.  Economic  theory  became 
more  profound  in  that  it  dealt  directly  with  ultimate  motives,  or 
with  the  physical  objects  and  actions  that  evoked  them.  Human 
nature  itself  became  simple  enough  to  let  the  economist  use  the 
powerful  methods  of  analysis  provided  by  mathematics.  The  hy- 
pothesis "that  Pleasure  is  the  concomitant  of  Energy,"  and  the 
"conception  of  Man  as  a  pleasure  Machine"  promised  to  elevate 
social  mechanics  to  a  throne  beside  celestial  mechanics.^®  Further, 
the  economist's  explanation  of  why  things  happen,  his  statements 
of  what  does  happen,  and  his  criterion  of  what  ought  to  happen, 
were  all  established  upon  a  single  harmonious  basis.  Economics  led 
directly  to  ethics;  no  radical  shifting  of  the  viewpoint  was  re- 
quired. ^^  To  this  admirable  simplicity  the  conception  added  ad- 
mirable practicality.  On  the  hedonistic  basis,  *^the  materials  with 
which  exact  social  science  is  concerned  are  no  metaphysical  shad- 
ows, but  the  very  substance  of  modem  civilization,  destined,  doubt- 
less ere  long  to  become  embodied  in  practical  politics  and 
morals."^® 

It  is  curious  that  this  splendid  vision,  set  forth  with  such  pre- 
cision and  such  eloquence  by  Professor  Edgeworth,  induced  few  of 
the  economists  who  followed  Jevons'  line  of  attack  to  accept  his 
explicit  hedonism.  Most  of  them  worked  with  the  concept  of 
marginal  utility — a  notion  less  adapted  to  mathematical  analysis 
than  final  degree  of  utility,  but  better  adapted  to  popular  exposi- 
tion.*'     That  is,  they  built,  usually  at  the  first  remove,  upon 

^  Preface  to  the  9nd  ed.  of  the  Th§ory  of  Political  Economy;  pp.  xyi-xviii 
of  the  4th  ed. 

^See  the  last  paragraph  of  the  program  sketched  by  Jevons  hi  1869»  pub- 
lished in  1866,  and  republished  in  the  4th  ed.  of  his  Theory,  p.  S14. 

^  Professor  F.  Y.  Edgeworth,  MathematicaX  Ptychici,  1881,  pp.  9-15. 

« Ibid.,  p.  56. 

"  Ibid.,  p.  97. 

>•  Compare  Professor  A.  A.  Young,  "Jevons'  •Theory  of  Political  Economy,' »» 
American  Economic  Review,  Sept,  1919,  II,  583. 
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Menger,  and  Menger  did  not  build  upon  Bentham.  Likewise,  those 
who  were  especially  influenced  by  Professor  John  B.  Clark  did 
not  find  the  word  ^^hedonism"  in  The  Philosophy  of  Wealth.  As 
for  the  mathematical  economists,  they  found  in  Walras  a  better 
master  than  Jevons,  one  who  formulated  the  problem  of  exchange 
in  all  its  generality,  and  Walras  had  no  more  to  say  of  hedonism 
than  Menger  or  Clark.  Hedonistic  preconceptions  may  have  been 
tacitly  held  by  these  masters ;  they  were  not  explicitly  avowed. 

To  the  example  of  reticence  concerning  the  basis  of  choice  set  by 
Menger,  Walras,  and  Clark,  there  was  added  in  the  late  eighties 
and  the  early  nineties  a  series  of  warnings  from  men  who  cultivated 
the  borderland  between  economics  and  philosophy.  Professors 
James  Bonar,  J.  S.  Mackenzie,  and,  most  thoroughly,  H.  W. 
Stuart  called  the  attention  of  economists  to  the  passing  of 
hedonism  in  psychology,  and  raised  the  question  whether  the  whole 
utility  analysis  fell  with  it.^^  That  ticklish  question  was  little 
debated  by  mere  economists  for  the  next  decade,^^  but  they  did  seds 
anxiously  to  free  their  terminology  from  hedonistic  implications. 
In  1892  Professor  Irving  Fisher  protested  against  the  foisting  of 
(hedonistic)  psychology  upon  economics  by  Grossen,  Jevons,  and 
Edgeworth  as  inappropriate  and  vicious,  and  held  that  utility 
might  be  derived  from  desire,  whether  the  antecedent  of  desire  was 
pleasure,  duty,  fear,  or  any  other  state  of  consciousness.^^  In  the 
later  editions  of  his  Principles,  Dr.  Marshall  changed  utility  ^*or 
pleasure"  to  utility  "or  benefit,"  defined  consumer's  rent  as  "sur- 
plus satisfaction"  instead  of  "surplus  pleasure,"  dropped  his  ref- 
erence to  Bentham's  treatment  of  the  propinquity  and  certainty  of 

**  James  Bonar,  ''The  Austrian  Economists  and  their  View  of  Value,"  QMar- 
Urly  JounuLl  of  Eeanomies,  Oct,  1888,  III,  94,  85;  extract  from  a  paper  on  the 
"Relations  of  Carlyle  to  Political  EconomT"  (Dec,  1890)  pubUshed  in  Phi- 
loiophy  and  PoUHeal  Economy,  1893,  (9d.  ed.,  p.  836) ;  John  S.  Mackeniie,  An 
Introduction  to  Social  Philo»ophy,  9d  ed^  1895,  pp.  867,  868$  Henry  W.  Stuart, 
"Hedonistic  InterpreUtion  of  Subjectiye  Value,"  and  **SubJectiye  and  Ex- 
change Value,"  Journal  of  Political  Economy,  December,  1895,  March  and 
June,  1896,  III,  64-84,  and  IV,  808-39,  358-85. 

'^  Professor  H.  J.  Davenport  was  among  the  first  to  take  up  this  issue.  See 
his  "Proposed  Modifications  in  Austrian  Theory  and  Terminology,"  Quarterly 
Journal  of  Economia,  May,  1908,  XVI,  355-58;  Valu0  and  JHitribuHon,  1908; 
pp.  303-11;  Economics  of  Enterprise,  1913,  pp.  97-108.  See  also  Professor 
A.  C.  Pigou,  "Some  Remarks  on  Utility,"  Economic  Journal,  March,  1908; 
XIII,  66-68. 

^Mathematical  InvesHgatione  in  the  Theory  of  Value  and  Prices,  pp.  5, 
11,83. 
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pleasures,  and  inserted  a  note  contesting  ^^the  belief  that  econo- 
mists are  adherents  of  the  philosophical  system  of  Hedonism  or  of 
Utilitarianism."^^  Such  efforts  to  free  economics  from  its  en- 
tangling alliance  were  spurred  on  by  critics — above  all  Professor 
Veblen — who  urged  that  the  substance  of  hedonism  remains  in 
marginal  theory  even  after  its  semblance  is  dropped.^^  Though 
scant  public  notice  was  taken  of  these  criticisms,^  they  contrib- 
uted toward  the  feeling  of  uneasiness  about  the  psychological  basis 
of  economics  that  is  so  marked  at  present.  If  hedonism  is  dropped 
what  shall  take  its  place?  Or  can  economics  dispense  with  psy- 
chology altogether? 

ni 

Since  the  ostensible  dropping  of  Hedonism  began,  three  fairly 
distinct  types  of  orthodox  economic  theory  have  been  developed 
by  the  psychological  school,  the  pure  theorists,  and  the  neo- 
classicists. 

The  name  ^* American  Psychological  School"  was  invented,  I  be- 
lieve, by  Professor  Fetter.  His  Princinples  of  Economics  (1904) 
is  the  best  example  of  this  type  of  theory  for  present  purposes, 
because  it  surveys  *^the  whole  range  of  economic  inquiry"  in  brief 
compass;'®  and  because  it  has  such  aesthetic  simplicity.  This 
simplicity  is  attained  by  resolving  all  branches  of  economic  theory 
into  problems  of  value.  The  value  of  material  things, — present 
goods  and  durable  goods — the  value  of  human  services,  and  the 
social  aspects  of  value  include  the  whole  field.    Further,  all  these 

'^  As  examples  of  such  modifications  in  his  phraseology,  compare  the  foUowing 
parallel  passages  in  the  first  and  sixth  eds.  (1890  and  1910)  pp.  88,  84  note  with 
p.  17  note;  pp.  187, 188  with  p.  141;  pp.  153, 154  with  pp.  119,  190;  p.  175  with 
p.  194;  p.  156  with  pp.  117,  118;  similarly  in  the  second  (1801)  and  sixth  eds^ 
compare  p.  150  with  p.  98,  and  p.  153  with  p.  95. 

**Thor8tein  Veblen,  ^'Why  Is  Economics  not  an  Eyolntionary  Science?** 
Quart^ly  Journal  of  Eeonomie$,  July,  1898;  The  Preconceptions  of  Economic 
Sdence,"  ihid.,  January  and  July,  1899,  and  February,  1900;  "Professor  Clark's 
Economics,"  ibid.,  February,  1908;  ''Fisher's  'Capital  and  Inoome,'"  PoUUoal 
Science  Quarterly,  March,  1908;  "Fisher's  The  Rate  of  Interest,'"  ibid.,  June, 
1909;  "The  LimiUtions  of  Marginal  UtUtty,"  Journal  of  PoUtieal  Economy, 
November,  1909,  XVII,  690^36. 

"By  way  of  exception,  see  Professor  Irring  Fisher's  reply  to  Professor 
Veblen,  "Capital  and  Interest,"  PoUtieai  Seienee  Quarterly,  Sq>tember,  1909; 
and  Bdhm-Bawerk's  note  on  the  subject,  Poeitive  Theorie  dee  Ea/pitale,  Sd  ed., 
9d  half  volume,  pp.  310-91. 

»•  P.  413. 
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value  problems  are  treated  in  terms  of  a  single  unit,  ^^the  simplest, 
immediate,  temporary  gratification."^*^  Since  ^Hhe  attainment  of 
pleasurable  conditions  in  mind  or  soul  ...  is  the  aim  of  all  eco- 
nomic activity,"^®  the  economist  must  carry  all  his  analyses  back 
from  money  to  goods,  and  from  goods  to  the  psychic  income  which 
goods  yield.  ^^All  things  at  last  become  comparable  in  terms  of 
psychic  income  in  each  individual's  judgment  .  .  .  ."^^ 

Now  this  ^^consistently  subjective  analysis  of  the  relations  of 
goods  to  wants,"'®  which  Professor  Fetter  manages  so  deftly,  has 
received  two  interpretations.  First,  it  has  been  taken  as  what  it 
purports  to  be — a  psychological  theory  of  economic  behavior. 
The  gist  of  the  criticism  on  this  reading  is  that  the  theory  misrep- 
resents the  process  of  valuation.  The  assumption  that  men  value 
goods  as  instruments  for  arousing  certain  feelings  logically  in- 
volves the  following  steps :  the  kind  and  magnitude  of  the  feelings 
that  given  goods  in  given  quantities  presumably  will  arouse  in  a 
given  person  must  be  separated  in  his  mind  from  other  elements  in 
his  ideas  of  the  goods;  then  these  feelings  must  be  valued, and  dis- 
counted according  to  their  presumed  futurities ;  finally  the  values 
set  on  the  feelings  must  be  passed  back  again  to  the  goods.  A 
generation  that  has  lost  faith  in  hedonism  cannot  accept  such  an 
analysis  as  psychologically  valid.  Men  do  not  practice  psychic 
book-keeping  in  terms  of  ^Hhe  simplest,  immediate,  temporary 
gratification."    They  value  goods,  not  feelings.'* 

The  second  interpretation  is  that  the  American  psychological 
school  has  turned  political  economy  into  "business  economics,"  "a 
system  of  economic  accounting,"  "pecuniary  logic."'^    It  has  taken 

**  Pp.  XIV,  73,  413.  Cost,  of  course,  even  psychic  cost,  is  not  recogniied  as 
codrdinate  in  importance  with  gratification  in  determining  value.  See  pp. 
273,  274. 

»P.  43. 

»P.  995. 

••P.  XIV. 

*^For  examples  of  such  criticisms  of  the  psychological  school  see  Professor 
Veblen's  reviews  of  Professor  Fisher's  Capital  and  Income  and  Th§  BaU  of 
Interest,  Political  Science  Quarterly,  March,  1908,  and  June,  1909;  Professor 
A.  S.  Johnson's  review  of  the  last  edition  of  B&hm-Bawerk's  Kapital  und  Eapi- 
talzim,  American  Economic  Review,  March,  1914. 

**  John  R.  Commons,  ''Political  Economy  and  Business  Economy:  Comments 
on  Fisher's  Capital  and  Income,"  Quarterly  Journal  of  Economice,  November, 
1907;  A.  S.  Johnson's  review  of  Fisher's  Elementary  Principle*  of  Beonomia, 
Journal  of  Political  Economy,  November,  1913;  W.  C  Mitchell's  review  of 
Davenport's  Economioe  of  Enterprise,  American  Economic  Review,  September, 
1914. 
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the  habit  of  mind  developed  by  business  traffic,  and  imj^uted  it  to 
mankind  at  large  in  their  dealings  with  goods  in  general.  It  has 
used  the  refined  concepts  of  wealth,  service,  property,  capital  and 
income — concepts  which  are  slowly  elaborated  products  of  the 
money  economy — to  frame  an  account  of  how  men  might  behave 
if  they  were  faultless  products  of  the  counting-house.  ^^In  short, 
for  system's  sake,"  the  psychological  school  has  recast  *'the  whole 
material  •  equipment  of  human  living  ...  in  molds  fashioned 
after  the  notions  of  catallactics,"  as  Professor  Young  puts  it.'' 
And  in  so  doing  the  school  has  rendered  a  notable  service.  For 
the  use  of  money  and  the  pecuniary  way  of  thinking  it  begets  is  a 
most  important  factor  in  the  modem  situation.  To  isolate  this 
factor,  to  show  what  economic  life  would  be  if  it  dominated  human 
nature,  is  to  clarify  our  understanding  of  economic  processes.  It 
is  regrettable  only  that  these  writers  haye  not  emphasized  the 
monographic  character  of  their  work. 

Of  these  two  interpretations  the  second  accords  better  with  the 
trend  of  development  within  the  school.  Even  in  1904  Professor 
Fetter  put  three  excellent  chapters  on  the  evolution  of  the  money 
economy  into  his  textbook.  He  pointed  out  ^Hhat  the  problem  of 
time  value  was  first  clearly  recognized  in  connection  with  money 
and  a  formally  expressed  capital  sum."  He  admitted  that  the 
practical  men  who  are  ^^fixing  the  ^capital  value'  of  goods  are 
usually  only  dimly  conscious  of  the  logical  nature  of  the  process."'^ 
Indeed,  he  seemed  on  the  verge  of  saying  that  the  pecuniary  logic 
which  he  was  expounding  was  something  that  men  have  learned 
from  business  experience  and  carry  back  from  that  objective 
realm  a  little  way  into  their  psychic  life.  Professor  Fisher  in 
1909  granted  to  Professor  Commons  that  his  Capital  and  Income 
dealt  only  with  one  side  of  economic  life,*'  and  then  in  his  text- 
book in  1912  he  gave  a  more  uncompromising  pecuniary  version 
of  economic  behavior  than  Professor  Fetter  had  done.'*  Finally, 
in  1918,  Profesor  Davenport  carried  this  line  of  work  through  to 
its  logical  outcome  by  defining  economics  as  "the  science  that  treats 
phenomena  from  the  standpoint  of  price,"  by  accepting  completely 
the  "private  and  acquisitive  point  of  view"  in  his  search  for  expla- 

"AUyn  A.  Young,  "Some  Limitations  of  the  Value  Concept,"  Quarterly 
Journal  of  Economics,  May,  1911 ;  XXV,  494. 
**The  chapters  are  numbered  13,  14,  15.    The  quotations  are  from  pp.  149, 

and  196. 
»  "A  Reply  to  Critics,"  Quarterly  Journal  of  Economici,  May,  1909. 
^Elementary  Principles  of  Eoonomiee. 
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nations,  and  by  distinguishing  sharply  between  that  scientific  task 
of  explaining  and  the  larger  task  of  passing  judgment  upon  the 
economic  situation  as  a  whole.'^ 

Professor  Fetter,  indeed,  has  refused  to  accept  Davenport's 
^^price  conception  of  economics.'''®  But  his  new  book,  puUished 
since  this  paper  was  drafted,  shows  that  he  has  shifted  his  own 
ground  since  1904.'^  According  to  the  preface  **he  presents  here 
a  quite  new  statement  of  the  theory  of  value,  one  in  accord  with 
the  modem  volitional  psychology,  thus  eliminating  entirely  the 
old  utilitarianism  and  hedonism  which  have  tainted  the  terms  and 
conceptions  of  value  ever  since  the  days  of  Bentham.  The  basis  of 
value  is  conceived  to  be  the  simple  act  of  choice,  and  not  a  calcula- 
tion of  utility.  Even  the  phrase  ^marginal  utility'  is  definitely 
abandoned."^^  As  this  change  is  a  concession  to  critics  who  have 
charged  the  psychological  school  with  hedonism,  so  another  change 
is  designed  to  meet  critics  who  have  charged  the  school  with  turn- 
ing political  economy  into  business  economics.  Without  altering 
substantially  his  theories  of  prices  and  distribution.  Professor  Fet- 
ter now  emphasizes  the  fact  that  these  theories  deal,  not  witli 
economic  behavior  as  such,  but  with  elements  logically  implicit  in 
economic  behavior.  And  he  shows  that  these  logical  implications 
are  brought  out  by  the  use  of  money.  Hence  the  pecuniary  as- 
pects of  economic  life  get  clearer  recognition  than  in  Professor 
Fetter's  earlier  work.  But  they  are  not  permitted  to  cover  the 
whole  field.  For  to  his  analysis  of  the  process  by  which  business 
incomes  are  fixed.  Fetter  adds  a  brief  discussion  of  the  social 
aspects  of  value.*^ 

^Economies  of  Enterprise,  pp.  35,  517.  In  his  own  despite  Professor  Fetter 
claims  Davenport  as  a  (wayward)  member  of  the  American  psychological 
school  See  his  review,  **Davenport's  Competitiye  Economics/*  Jonmai  of 
PoKtieal  Economy,  June,  1914.  Of  conrse  Davenport's  desire  to  divorce  eco- 
nomics from  psychology  (see  pp.  97-1  Od,  330-33)  is  no  reason  for  counting  him 
out  of  the  school.  Professor  Fisher  is  a  member  of  unquestioned  standing,  and, 
as  noted  above,  he  protested  from  the  start  against  "the  foisting  of  psydiology 
upon  economics."  SimUarly,  Professor  F.  von  Wieser  ranks  himself  in  the 
psychological  school,  though  he  disclaims  dependence  upon  psychology  pn^r. 
See  his  new  Theorie  der  f/eMelUcKaftlichen  Wirtschaft,  in  Onmdrisi  der 
Sozialdkonomik,  VoL  I,  1914,  p.  133. 

■•See  his  article  referred  to  in  the  preceding  note. 

*  J^conomtcff,  Volume  I,  Eeonomie  Principles,  New  York,  September,  1915. 

•P.  faL 

*^With  reference  to  the  place  of  this  topic  in  economics,  the  difference  be- 
tween Davenport  and  Fetter  seems  to  be  important  only  from  the  terminologi- 
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The  "psychological*'  type  of  theory,  then,  has  brought  money 
back  into  the  very  center  of  economics.  From  the  use  of  money 
is  derived  not  only  the  whole  set  of  pecuniary  concepts  which  the 
theorist  and  his  subjects  employ,  but  also  the  whole  counting- 
house  attitude  toward  economic  activities.  In  its  use  are  found 
the  molds  of  economic  rationality,  and  the  clues  to  economic 
explanations. 

IV 

While  the  psychological  school  has  been  developing  its  pecuniary 
logic,  certain  pure  theorists  have  sought  another  way  of  emanci- 
pating themselves  from  hedonism.  The  leader  of  this  diversion  is 
Professor  Vilf redo  Pareto. 

As  his  disciple,  M .  Zawadzki  says,  Pareto  employed  the  hedonis- 
tic hypothesis  in  his  earlier  work.  But  since  1900  he  has  developed 
^^a  new  theory,  which  he  calls  the  theory  of  choice,  a  theory  which 
may  replace  the  hedonistic  hypothesis  with  advantage."^^  Adopt- 
ing a  device  invented  by  Professor  Edgeworth  in  1881,^'  he  deduces 
everything  necessary  for  his  theory  of  equilibrium  from  "curves  of 
indifference."  Pareto's  innovation  consists  in  this:  while  Edge- 
worth  derived  indifference  curves  from  the  concept  of  utility, 
Pareto  treats  them  as  factual  data.^^  Thanks  to  this  procedure, 
"The  theory  of  economic  science  .  .  .  acquires  the  rigor  of  ra- 
tional mechanics:  it  deduces  its  results  from  experience,  without 
requiring  the  intervention  of  any  metaphysical  entity."*' 

This  apparatus  of  indifference  curves  or  surfaces  in  hyper-space 
presents  difficulties  to  "the  literary  economists,"  whom  Pareto 
scorns.    But  fundamentally  the  same  procedure  has  been  brought 

cal  viewpoint  Both  treat  social  value,  and  treat  it  apart  from  the  main  body  of 
their  theories;  one  calls  this  addendmn  economic  theory,  the  other  doesn't. 

It  may  be  added  that  Professor  Fetter's  new  bo<dc  brings  the  psychological 
type  of  economics  distinctly  nearer  to  recent  pure  theory  in  the  discussion  of 
value,  and  nearer  to  neo-classical  theory  in  certain  other  respects,  #.^.,  the 
relation  of  cost  to  value  and  prices. 

^W.  Zawadzk!,  Let  Math^matiques  aftpUqu^es  d  VEeonomi§  PoUt\qu€,  1914, 
pp.  143,  143. 

^  Maihemaiieal  Psyohies,  pp.  99,  39. 

^Manuel  ePBeanonUe  PolUiqus,  1909,  p.  169  note. 

^Ibid.,  p.  160.  Pareto  does  not,  however,  whoUy  discard  the  concept  of 
utility,  or  ophelimity.  Concerning  the  role  which  it  continues  to  play  in  his 
new  theory,  see  Zawadzki,  op.  cit,  pp.  151-56.  Compare  the  comments  by 
Professor  Edgworth,  "Recent  Contributions  to  Mathematical  Economics,"  Eco- 
nomie  Jaumai,  March,  1915,  XXV,  57-69. 
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within  the  non-mathematical  comprehension  by  one  who  is  free 
both  of  the  mathematical  and  the  literary  guild.  Mr.  Wicksteed 
conceives  **of  a  general  ^scale  of  preferences'  ...  on  which  all  ob- 
jects of  desire  or  pursuit  (positive  or  negative)  find  their  place, 
and  which  registers  the  terms  on  which  they  would  be  accepted  as 
equivalents  or  preferred  one  to  the  other."  This  ccmstructicm  gives 
him  ^^a  system  of  ideal  prices,"  upon  which  he  can  erect  his  whole 
edifice  of  theory,  without  inquiring  into  the  grounds  on  which  mea's 
prefereaces  rest.^®  Similarly,  Professor  Schumpeter,  following 
Walras,  assumes  as  data  for  his  general  theory,  m  individuals,  their 
respective  value  functions  for  each  of  n  goods,  and  the  quantity 
of  each  good  in  the  possesion  of  each  individual,  denying  that  the 
economist  has  any  business  with  the  psychological  processes  from 
which  the  value  functions  are  derived.*''^ 

It  is  clear,  at  once,  that  this  type  of  theory  eliminates  the  prob- 
lem of  valuation  from  economics.  That  is,  it  does  not  concern 
itself  with  the  way  in  which  men  find  out  what  relative  importance 
different  goods  have  for  their  purposes.  Instead,  it  assumes  that 
this  process  of  valuation  has  been  completed  before  they  come  to 
market  by  each  of  the  men  with  reference  to  each  of  the  goods,  and 
furthermore  that  the  process  has  yielded  in  each  man's  mind 
definite  quantitative  results.  Not  imtil  that  stage  has  been  reached 
does  the  pure  theorist  begin  his  work.  His  first  step  is  to  cast  the 
finished  individual  valuations  into  the  form  of  indifference  curves, 
scales  of  preference,  objective  expressions  of  choice,  or  value  func- 
tions. That  gives  him  a  set  of  what  Mr.  Wicksteed  terms 
*4deal  prices"  as  data  for  analysis.  Then  the  theorist  develops  a 
logical  scheme  of  conceiving  the  process  by  which  mutually-inter- 
dependent market  prices  result  from  the  "ideal  prices."  He  does 
not,  of  course,  profess  to  show  what  the  market  prices  will  be  ;*•  but 
he  does  demonstrate  more  adequately  than  any  other  type  of  econo- 
mist the  complex  inter-relationships  logically  involved  in  the  deter- 
mination of  prices  in  modem  markets. 

Even  more  strictly  than  the  writings  of  the  psychological  school, 
pure  economics  is  a  generalized  statement  of  the  business  man's 

^  P.  H.  Wicksteed,  The  Common  8§n$e  of  PoUUcal  Economy,  1910,  pp.  S8,  3S. 

*' Joseph  Schumpeter,  Das  Wessn  und  der  HauptinhdU  d^r  iksor^Ustik^n 
Nationaldkonomis,  1908,  pp.  64-68,  77-79,  85-87,  154,  155,  961,  541-47. 

**For  (1)  the  "value  functions*'  are  as  yet  arbitrarily  assumed,  (9)  the  whole 
discussion  presupposes  static  conditions,  and  (S)  when  many  men  and  many 
goods  are  involved  the  number  of  equations  to  be  handled  becomes  too  great  for 
solution.  IJ  ^  '^li 
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problem,  a  counting-house  view  of  economic  life.  The  problem 
concerns  the  complex  mutual  adjustments  among  a  host  of  possible 
prices  on  the  one  hand  and  the  possible  quantities  of  different  goods 
that  might  be  bought  and  sold  at  these  prices  on  the  other  hand. 
Just  as  business  men  think  in  the  same  terms  of  investments  in 
commerce  and  in  industry,  so  the  pure  theorists  carry  their  argu- 
ment forward  from  exchange  to  production,  treating  their  subjects 
as  exchanging  goods  and  efforts  with  nature  for  new  products  on 
the  same  principles  that  rule  their  exchanges  among  themselves. 
Perhaps  the  chief  difference  between  the  viewpoints  of  business 
and  pure  theory  is  that  the  business  man  is  less  indifferent  toward 
the  grounds  of  choice  than  the  theorist.  He  wants  to  know  why 
people  value  goods  in  order  that  he  may  spend  his  advertising 
money  wisely.  To  drop  the  theory  of  valuation  from  economics 
therefore  reduces  its  significance  for  him.  But  in  drawing 
narrow  limits  round  their  work  the  pure  theorists  know  exactly 
what  they  are  doing,  and  seldom  fail  to  give  their  readers  adequate 
warning  of  the  modest  pretensions  of  their  results.  These  are 
merits  which  cannot  be  claimed  so  confidently  for  the  psychological 
school  at  large. 

V. 

Neo-classical  economics,  as  represented  by  Dr.  Marshall's  Ptiry' 
ciples^  puts  money  conspicuously  into  the  foregroimd  from  the 
start.  Indeed,  Dr.  Marshall  declares  that  money  ^^is  the  center 
around  which  economic  science  clusters."^^  But  he  hastens  to 
add : — **  .  .  .  this  is  so,  not  because  money  .  .  .  is  .  .  .  the  main 
aim  of  human  effort  .  .  .;  but  because  ...  it  is  the  one  con- 
venient means  of  measuring  human  motive  on  a  large  scale."^^ 

Why  is  the  measurement  of  motive  so  important  as  to  make 
money  "the  center  around  which  economic  science  clusters?"  The 
full  answer  to  that  naive  question  runs  as  follows :  Economics  ia 
a  science  of  human  behavior.^ ^  Behavior  is  determined  by  motives- 
Motives  differ  widely  in  kind,  and  are  continually  conflicting  with 
one  another.  Yet  ttie  economist  may  not  exclude  "the  influence  of 
any  motive  the  action  of  which  is  regular.'**^^  What  he  does  is  to 
arrange  motives  in  "two  opposing  sets  of  forces,  those  which  impel 

*P.  92.    This  and  the  foUowing  references  are  to  the  6th  ed.,  1910. 
^Loc,  eit.,  compare  p.  798. 
•  Compare  pp.  1,  14,  S3,  49. 

■  P.  XIII,  compare  p.  «4.    For  the  great  variety  of  motives  which  M«jr8h«U 
takes  into  accomit,  see  pp.  93-95;  80-89;  190-91;  141,  etc 
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man  to  economic  efforts  and  sacrifices,  and  those  which  hold  him. 
back."^'  To  know  what  economic  actions  men  normally  will  take, 
then,  the  theorist  must  know  the  relative  strength  of  these  opposing 
sets  of  motives.  But  motives  are  mental  states ;  and  mental  states 
are  not  directly  commensurable  unless  they  are  similar  in  kind,  and 
^'unless  they  occur  to  the  same  person  at  the  same  time."  *^  then 
we  wish  to  compare  even  physical  gratifications,  we  must  do  it  not 
directly,  but  indirectly  by  the  incentives  which  they  afford  to 
action."  *^  .  •  the  force  of  a  person's  motives — not  the  motives 
themselves — can  be  approximately  measured  by  the  sum  of  money 
which  he  will  just  give  up  in  order  to  secure  a  desired  satisfaction; 
or  again  by  the  sum  which  is  just  required  to  induce  him  to  undergo 
a  certain  fatigue."'* 

To  explain  and  to  predict  economic  behavior,  then,  the  economist 
needs  a  measure  of  the  strength  of  the  opposing  sets  of  regulariy- 
acting  motives.  Such  a  measure  money  gives  him.  Indeed  in 
the  whole  task  of  explaining  the  phenomena  of  exchange  and 
distribution  the  money  measures  are  more  than  mere  measures  of 
the  forces  at  work; — they  are  themselves  these  forces.  For  the 
intensities  of  a  man's  desires  and  aversions  do  not  affect  the  market, 
except  as  they  become  embodied  in  demand  or  supply  prices.  It  is 
the  magnitude  of  these  pecuniary  embodiments  of  motives,  not  the 
strength  of  the  motives  as  such,  that  determines  the  results.^' 

To  explain  how  prices  are  determined  and  how  wealth  is  distrib- 
uted, however,  is  but  one  half  of  Dr.  Marshall's  task.  He  is 
equally  interested  in  stating  what  results  these  processes  produce. 
These  results  are  subjective  matters — magnitudes  of  satisfaction 
achieved  and  of  sacrifice  endured.  Here  again  he  uses  his  money 
measure,  albeit  with  greater  reservations.  He  is  forced  to  assume 
that  satisfactions  correspond  in  general  fairly  well  to  anticipa- 
tions. On  this  basis  he  makes  the  money  measure  of  the  strength 
of  motives  ^^serve,  with  all  its  faults,  both  for  the  desires  which 
prompt  activities  and  for  the  satisfactions  that  result  from  them."** 
There  is,  however,  an  important  difference  between  the  use  of  money 
measures  to  explain  economic  processes  and  to  state  their  results. 
As  demand  prices  the  rich  man's  shilling  and  the  poor  man's 

••  P.  334. 

■•  Pp.  15,  16. 

"That  Dr.  MarshaU  does  not  dwell  upon  this  rather  patent  feature  of  hU 
theory  arises  from  his  practice  of  discussing  homogeneous  groups  to  whScfa 
equal  money  measures  stand  presumably  for  equally  intense  motives. 

*P.  99,  and  note. 
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shilling  are  equal  in  the  market;  as  measures  of  satisfaction  they 
are  not  equal  to  the  economist. 

Thus  Dr.  Marshall  makes  money  an  instrument  of  economic 
research.  What  Mill  spoke  of  as  obscuring  the  true  character  of 
economic  processes,  what  Professor  Fisher  calls  *^the  chief  stum- 
bling-block in  economic  theory,"^''  becomes  in  his  hands  the  '^econo- 
mist's  balance,"  which  ^^as  made  economics  more  exact  than  any 
other  branch  of  social  science."^^  He  even  questions  whether  there 
could  be  a  science  of  economics  in  a  community  that  did  not  use 
money,  unless  there  existed  some  substitute  which  would  ^^serve  to 
measure  the  strength  of  motives  just  as  conveniently  and  exactly 
as  money  does  with  us."*^' 

Not  only  does  Marshall  use  money  for  his  own  theoreticcd  pur- 
poses ;  he  also  represents  men  as  using  money  for  their  practical 
purposes, — buying  and  selling  at  money  prices,  making  and  spend- 
ing money  incomes.  Instead  of  brushing  these  pecuniary  phe- 
nomena aside  as  superficial,  he  treats  them  as  serious  problems  to 
be  solved  in  their  own  right,  and  as  making  a  real  difference  in 
economic  behavior  that  is  not  to  be  explained  away.  This  it  is  that 
gives  his  treatise  its  realistic  atmosphere.®^  But  it  is  not  merely 
to  gain  a  realistic  effect  that  Marshall  pictures  men  as  using 
money;  he  has  a  deeper  reason.  As  no  other  theorist,  he  sees 
how  the  use  of  money  clarifies  obscure  relations  and  simplifies 
economic  thinking,  both  for  the  man  in  the  street  and  for  the 
economist  in  the  study.  For  example,  he  shows  how  the  use  of 
money  facilitates  the  task  of  distributing  a  persons's  resources  in 
such  fashion  that  the  marginal  utilities  of  a  given  outlay  may  be 
approximately  equal  in  all  branches  of  expenditure.®^    He  demon- 

" ''Capital  and  Interest,"  PoHtieal  Sdenee  Quarterly,  September,  1909, 
XXIV,  518. 

'*Primciple»,  p.  14. 

•P.  789. 

**  Professor  AUyn  A.  Young  remarks  that  Marshall's  "theory  is  cast  more 
consistently  in  terms  of  price  than  that  of  any  other  writer  since  Coumot'* 
("Some  Limitations  of  the  Value  Concept,**  Qnarterly  Journal  of  Bconomiei, 
May,  1911,  XXV,  419  note.)  But  he  also  reminds  us  that  Marshall  takes  the 
price  of  anything  "as  representative  of  its  exchange  value  relatively  to  things 
in  general,  or  in  other  words  as  representative  of  its  general  purchasing 
power"  (Prineiplei  p.  69).  That  distinction  means  In  practice  that  Marshall 
follows  the  business  man  in  neglecting  changes  in  the  purchasing  power  of 
money,  except  when  he  is  dealing  with  long  periods.  And  on  tliese  latter 
occasions  he  allows  for  changes  in  the  price  level  much  in  the  business  man's 
fashion.    For  example,  see  pp.  109,  189,  937,  988,  85S,  note,  869,  598-95,  709. 

•P.  118. 
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strates  that  buying  and  selling  for  money  is  a  simpler  problem  than 
barter,  both  for  the  participants  and  for  the  theorist.^^  He  points 
out  that  while  ^Hhe  distinction  between  prime  and  supplementary 
costs  operates  in  every  phase  of  civilization,"  still  ^4t  is  not  likely 
to  attract  much  attention  except  in  a  capitalistic  phase."^  He 
recognizes  that  his  whole  theory  of  normal  value  applies  with 
more  precision  of  detail  to  the  actions  of/^city  men/'  who  are 
thoroughly  disciplined  in  the  use  of  money,  than  to  the  actions 
of  the  unbusiness-like  classes.^^  Finally,  he  argues  that  the 
commutation  of  labor  dues  into  money  payments  increased  eco- 
nomic freedom,  and  that  economic  freedom  has  given  ^^a  new  pre- 
cision and  a  new  prominence"  to  the  causes  that  govern  value.^ 
Specifically,  money  rents  brought  it  about  that  ^^tfae  line  of  division 
between  the  tenant's  and  the  landlord's  share  coincides  with  the 
deepest  and  most  important  line  of  cleavage  in  economic  theory" : 
namely,  ^Hhe  distinction  between  the  quasi-rents  which  do  not, 
and  the  profits  which  do,  enter  into  the  normal  supply  price  of 
produce  for  periods  of  moderate  length."®* 

VI 

Economics  has  advanced  far  since  Mill  declared,  ^^there  can- 
not ...  be  intrinsically  a  more  insignificant  thing,  in  the  econ- 
omy of  society,  than  money,  except  in  the  character  of  a  con- 
trivance for  sparing  time  and  labour."  In  one  way  or  another, 
tacitly  or  explicitly,  the  types  of  theory  current  at  present  all 
make  money  in  Dr.  Marshall's  words  "the  center  around  which 
economic  science  clusters."  The  psychological  school  started  by 
representing  economic  life  as  guided  by  psychic  bookkeeping,  and 
has  developed  economics  into  "the  science  that  treats  phenomena 
from  the  standpoint  of  price."  Pure  theory  in  its  severer  forms 
drops  the  subject  of  valuation  altogether  and  confines  itself  mainly 
to  the  inter-relations  among  "ideal  prices."  Neo-classical  theory 
makes  money  the  "economist's  balance,"  and  shows  how  the  use  of 
money  simplifies  economic  problems  both  practical  and  theoretical. 

In  thus  singling  out  the  use  of  money  as  bringing  system  into 
economic  behavior,  as  providing  the  basis  for  exact  analysis,  cur- 
rent theory  is  returning  to  the  starting  point  from  which  Coumot 

"P.  336  and  Appendix  F. 

••  P.  362. 

•*  P.  XIV. 

•Pp.  5  and  741. 

•■P.  636  and  note. 
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set  out  on  his  researches  in  1838.  What  we  call  price,  what  Cour- 
not  calls  the  ^^abstract  idea  of  wealth  or  of  value  in  exchange^**  he 
explains  in  his  first  chapter,  is  ^^sviited  for  the  foundation  of  a 
scientific  theory,"  because  it  is  ^^a  definite  idea,  and  consequently 
susceptible  of  rigorous  treatment  in  combinations."  This  abstract 
idea  of  wealth  ^^could  not  have  been  grasped  by  men  of  Teutonic 
stock,  either  at  the  ei>och  of  the  Conquest,  or  even  at  much  later 
periods,  when  the  feudal  law  existed  in  full  vigor."  ^\  •  .  Such  an 
idea  of  wealth  as  we  draw  from  our  advanced  state  of  civilization, 
and  such  as  is  necessary  to  give  rise  to  a  theory,  can  only  be 
slowly  developed  as  a  consequence  of  the  prbgress  of  commercial 
relations.  ..."  A  remarkable  anticipation  of  the  outcome  of  two 
generations  of  hard  thinking!  And  Coumot  applies  his  insight: 
as*  a  first  problem  he  chooses  not  barter,  but  foreign  exchange — 
the  kind  of  transaction  in  which  nothing  but  pecuniary  factors  are 
involved.®^ 

In  singling  out  the  influence  of  an  institutional  factor  as  the 
basis  of  rationality,  current  economics  is  also  in  line  with  current 
psychology.  Psychologists  hold  that  man  starts  with  an  immense 
number  of  inborn  reflexes,  instincts,  and  capacities,  inherited  gen- 
eration after  generation  with  numberless  differences  as  between 
individuals,  but  with  slight  changes  as  regards  the  species.  The 
behavior  these  propensities  produce  is  at  first  quite  unreasoning. 
But  among  the  inborn  capacities  is  the  capacity  to  learn ;  that  is, 
the  capacity  to  form  innumerable  conMnaiions  among  the  in- 
numerable original  propensities.  Practically  every  activity  of 
mature  life  is  the  expression  not  of  any  single  instinct,  but  of  some 
combination  into  which  several  or  many  propensities  have  entered. 
It  is  these  changing  combinations  among  substantially  unchanging 
elements  that  differentiate  the  behavior  of  the  civilized  man  from 
that  of  the  savage.  And  these  combinations  are  formed  afresh  in 
every  child,  primarily  in  his  intercourse  with  other  human  beings. 
Thus  intelligence  is  a  Social  product  developed  in  the  individual 
through  the  exercise  of  his  inherited  propensities,  and  its  special 
character  depends  upon  the  society  into  which  the  individual  is 
born.     The  great  social  institutions,  such  as  speech,  writing,  the 

''A.  Cournot,  R€9§arche9  into  the  Math0matieal  Principle»  of  ths  Tksory 
of  WeaUh.  1838.  Translated  by  N.  T.  Bacon,  1897.  Chapters  i  and  UL  Pro- 
fessor Henry  T.  Moore  has  pointed  out  to  me  two  later  passages  in  Couraot's 
writings  in  which  he  seems  to  lose  the  vision  of  these  early  pages.  Ojkt 
occurs  on  p.  164  of  the  translation  cited,  the  other  on  p.  4  of  his  IU»u0 
iommaire  d€t  doctrines  iconomiquee    (1876). 
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practical  arts,  and  religion,  which  are  passed  on  with  cumulatiye 
changes  from  one  generation  to  another,  play  the  leading  idle 
in  this  nurture  of  intelligence.  They  are  standard  behavior  habits 
—habits  of  feeling,  thinking,  and  acting  in  the  face  of  frequently- 
recurring  situations — ^which  have  approved  themselves  to  the  com- 
munity. These  institutions  include  among  their  other  elements 
the  abstract  concepts  which  are  the  most  precious  products  of 
intelligence  because  they  are  the  indispensable  tools  of  further 
thought.  By  learning  to  use  such  concepts  in  dealing  with  the  sit- 
uations which  confront  him,  the  individual  standardizes  and  ration- 
alizes his  own  behavior.  To  find  the  basis  of  rationality,  then, 
we  must  not  look  inside  the  individual  at  his  capacity  to  abstract 
from  the  totality  of  experience  the  feeling  demaits,  to  assess  their 
pleasant  or  unpleasant  characters,  and  to  compare  their  magni- 
tudes. Rather  must  we  look  outside  the  individual  to  the  habits 
of  behavior  slowly  evolved  by  society  and  painfully  learned  by 
himself.** 

Of  course,  the  use  of  money  is  one  of  these  great  rationalizing 
habits.  It  gives  society  the  technical  machinery  of  exchange>  the 
opportunity  to  combine  personal  freedom  with  orderly  cooperation 
on  a  grand  scale,  and  the  basis  of  that  system  of  accountancy 
which  Sombart  appropriately  calls  ^^economic  rationalism."  It  is 
the  foundation  of  that  complex  system  of  prices  to  which  the 
individual  must  adjust  his  behavior  in  getting  a  living.  Since  it 
molds  his  objective  behavior,  it  becomes  part  of  his  subjective 
life,  giving  him  a  method  and  an  instrument  for  the  difficult  task 
of  assessing  the  relative  importance  of  dissimilar  goods  in  varying 
quantities,  and  affecting  the  interests  in  terms  of  which  he  makes 

**This  statement  does  not  mean  that  the  exercise  of  intelligence  is  a  promi- 
nent feature  in  aU  habitual  action,  any  more  than  it  means  that  all  institii- 
tions  are  rational  But,  as  our  pure  theorists  insist^  those  actions  which  are 
most  frequently  repeated  get  most  thoroughly  organised^  because  they  give  the 
fullest  scope  to  learning  by  trial  and  error.  The  faiore  thorough  such  a  piece 
of  organization  becomes,  however,  the  less  it  calls  for  supervision  by  IntcUigcaoe. 
Hence  arises  the  possibility  of  contrasting  routine  with  Intelligent  action.  But 
the  successful  routine  of  today  remains  a  triumph  of  yesterday's  creative  intel- 
ligence, and  if  today's  hard  thinking  prove  equally  successful  it  may  organise 
the  routine  of  tomorrow.  Of  course  the  growing  individual  must  master  the 
past  achievements  of  intelligence  before  he  can  participate  in  work  upon 
present  problems.  And  these  past  achievements  are  embodied  prlmarUj  in 
social  institutions.  The  more  intelligently  these  institutions  have  been  adapted 
to  current  social  needs,  the  more  can  a  learner  get  from  them,  and  the  more 
will  creative  intelligence  seek  new  worlds  to  conquer. 
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his  valuations.  Because  it  thus  rationalizes  economic  life  itself,  the 
use  of  money  lays  the  foundation  for  a  rational  theory  of  that 
life.^^  Money  may  not  be  the  root  of  all  evil,  but  it  is  the  root 
of  economic  science. 

That  economists  are  coming  to  accept  this  view  is  no  more  due 
to  their  study  of  psychology  than  it  is  due  to  their  study  of  Cour- 
not  J^  It  is  the  result  of  learning  by  trial  and  error.  They  have 
tried  treating  money  as  a  superficial  phenomenon :  they  have  tried 
using  hedonism  as  the  basis  of  economic  rationality.  But  in  work- 
ing out,  in  treatise  after  treatise,  a  reasoned  account  of  how  men 
behave,  they  have  come,  without  foreseeing  what  they  were  doing, 
to  the  basis  on  which  Coumot  built  in  1888.  That  a  serious  and 
long-sustained  effort  to  explain  their  phase  of  human  behavior  has 
brought  economists  unwittingly  to  much  the  same  viewpoint  as 
psychologists  have  attained  by  other  routes  may  well  raise  their 
confidence. 

*  Of  course,  an  economic  theory  might  be  worlted  out  concerning  the  way  In 
which  a  species  of  animals  or  a  tribe  of  lower  hunters  get  their  livings.  But 
such  a  theory  would  be  a  descriptiTe  analysis  of  behavior  written  by  an  out- 
sider. Our  economic  theory  is  less  an  account  of  what  men  actually  do  than  a 
statement  of  what  it  is  rational  for  them  to  do,  as  seen  by  a  shrewd  fellow- 
dtiicii.  Rlcardo  expressed  this  diiference  clearly  in  the  remarkable  letter  to 
Malthus  written  Oct.  99,  1811,  concerning  international  shipments  of  money. 
'*!  assume,*'  he  says,  **that  nations  .  .  .  are  so  alive  to  their  advantage  and 
profit  .  .  .  that  in  point  of  fact  money  never  does  move  but  when  it  is  advan- 
tageous .  .  .  that  it  should  do  so.  The  first  point  to  be  considered  is,  wlmt  is 
the  interest  of  countries  in  the  case  supposed?  The  second,  what  is  their 
practice?  Now  it  is  obvious  that  I  need  not  be  greatly  solicitous  about  this 
latter  point;  it  is  sufficient  for  my  purpose  if  I  can  demonstrate  that  the 
Interest  of  the  public  is  as  I  have  stated  it  It  would  be  no  answer  to  me  to 
say  that  men  were  ignorant  of  the  best  and  cheapest  mode  of  conducting  their 
business  .  .  .  because  that  is  a  question  of  fact  not  of  science  and  might  be 
urged  against  almost  every  proposition  in  Political  Economy.**  (L§tUr$  of 
Rieardo  to  Malthui,  ed.  by  J.  Bonar,  p.  18.)  So  long  as  economists  follow 
this  practice  of  explaining  what  is  rational  conduct  under  the  conditions  as- 
sumed, and  depend  upon  an  assumption  that  men  are  rational  to  make  the 
theory  a  tolerably  accurate  account  of  the  '*facts,**  it  is  particularly  desirable 
for  them  to  keep  their  rational  explanations  on  the  same  basis  as  men's  rational 
eooDomic  choices. 

*  Dr.  Marshall  does  indeed  aclcnowledge  his  indebtedness  to  Cournot,  but  with 
reference  to  certain  mathematical  features  of  his  work,  not  with  reference  to 
the  use  he  makes  of  money.  See  preface  to  the  first  edition  of  the  Prineiplw; 
eth  ed.,  p.  XV. 
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If  it  is  good  to  cdebrate  this  achievement,  it  is  better  to  consider 
how  we  may  turn  what  has  been  won  for  us  by  others  to  best  ac- 
count in  our  own  future  work.  Are  we  to  confine  our  theorizing 
consciously  to  the  pecuniary  aspect  of  life?  Are  we  to  devote  our 
energies  wholly  to  elaborating  the  theory  of  prices,  to  refining  the 
logic  of  economic  accounting?  I  think  not.  Clear  recognition 
of  the  role  which  money  does  play  in  economic  life  is  more  likely 
to  broaden  than  to  narrow  the  scope  of  economic  theory.  It  should 
help  us  to  design,  what  we  sorely  need,  a  framework  within  which  all 
sorts  of  contributions  may  find  their  proper  places.  I  see  the 
situation  thus: 

Economic  life  may  be  regarded  as  a  continuous  process  of  pro- 
viding and  using  conmiodities  and  services.  This  industrial  process 
includes  the  work  of  the  farm,  the  mine,  the  railway,  the  warehouse, 
the  store,  the  engineering  office,  etc.,  as  well  as  the  work  of  the 
factory.  It  has  its  elaborately  differentiated  techniques,  resting 
primarily  upon  the  physical  sciences  and  mathematics,  in  less 
measure  upon  certain  branches  of  biology.  It  has  its  technical 
experts,  its  organized  labor  force,  and  its  capital  in  the  shape 
of  material  equipment. 

Economic  life  may  be  regarded  also  as  a  process  of  making  and 
spending  money.  This  business  process  is  shared  in  by  everyone 
who  is  getting  a  money  income  in  any  way  or  laying  out  money 
for  any  purpose.  Its  technique  rises  from  the  simple  planning  of 
family  budgets,  through  ^'the  exact  science  of  making  change,"^^ 
the  arts  of  bargaining  and  salesmanship,  bookkeeping  and  accoun- 
tancy, to  the  large  tasks  of  financial  administration.  Its  technical 
experts  are  business  enterprisers,  chartered  accountants,  bankers, 
brokers,  business  agents  of  trade  unions^  etc.  Its  special  labor 
force  includes  bookkeepers,  cashiers,  advertising  clerks,  and  the 
like.  Its  material  equipment  is  meager;  but  all  capital  belongs  here 
in  the  guise  of  pecuniary  funds. 

Making  goods  and  making  money  are  both  objective  processes, 
at  some  points  quite  distinct  from  or  even  opposed  to  each  other; 
at  most  points  running  side  by  side,  concerned  with  the  same  ob- 
jects and  supervised  by  the  same  men.  We  habitually  interpret 
these  two  objective  processes  in  terms  of  personal  and  social  in- 
terest. These  interpretations  give  us  two  other  ways  of  looking 
at  economics.     To  be  specific: 

^  The  phrase  is  borrowed  from  Thorstein  Veblen^s  Instinct  of  Worknumshif^ 
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Economic  life  may  be  regarded  also  as  a  process  of  making 
efforts  and  gaining  satisfactions ;  or  better,  the  activities  of  getting 
and  using  goods,  of  making  and  spending  money,  have  a  subjective 
aspect  upon  which  attention  may  be  focused.  In  this  dim  inner 
realm  of  consciousness  it  is  difficult  to  make  out  the  technique; 
there  are  no  technical  experts,  no  labor  forces,  no  material  ap- 
pliances, and  no  capital  in  any  sense,  except  by  virtue  of  fanciful 
analogies. 

Economic  life  may  be  regarded  finally  as  the  process  by  which 
a  conmiunity  seeks  its  material  welfare.  On  this  view  every  person 
is  a  contributor  to,  a  burden  upon,  or  a  detractor  from  the  conmion 
weal.  Such  technical  experts  as  there  are  must  be  sought  among 
the  people  in  public  or  private  life  who  seek  to  promote  social 
welfare  by  constructive  thinking,  by  agitation^  by  philanthropic 
effort,  or  by  doing  their  daily  work  with  an  eye  to  its  serviceabil- 
ity to  the  community  rather  than  its  profit  to  themselves.  Such 
accounting  as  is  possible  runs  in  terms  of  heightening  or  lowering 
the  community's  vitality.  The  concept  of  capital  merges  into  the 
broader  concept  of  resources — ^soil  and  dimate,  mines  and  forests, 
industrial  equipment,  public  health,  intelligence  and  general  edu- 
cation, the  sciences  that  confer  control  over  nature,  the  sciences 
that  aid  in  developing  body  and  mind,  and  the  sciences  that  bear 
upon  social  organization. 

Now  our  interest  in  economics  centers  in  its  bearing  upon  social 
welfare  in  the  present  and  the  proximate  future.  As  Professor 
Pigou  and  Mr.  Hobson  have  shown,^^  it  is  feasible  even  now  to  set 
up  a  tentative  criterion  of  economic  welfare,  and  make  investiga- 
tions into  the  relations  between  various  features  of  economic  activ- 
ity  as  now  conducted  and  welfare  as  thus  conceived*  Such  work 
may  have  as  keen  theoretical  interest,  as  genuine  scientific  stand- 
ing, as  work  that  professes  to  maintain  a  serene  indifference  to  the 
fate  of  humankind.*^'  But  its  successful  prosecution  on  a  scientific 

"  A.  C.  Pigou,  Wealth  and  Welfare,  1919;  J.  A.  Hobson,  Work  attd  Wealth;  a 
Hwman  Valuation,  1914. 

"The  **socio-ethical"  element  in  the  work  of  many  Gennan  economists,  on 
the  contrary,  does  not  seem  to  me  to  be  economic  theory,  or  to  hare  a  scien- 
tific character— however  excellent  it  may  be  in  other  respects.  For  these 
writers  are  concerned  to  inculcate  their  own  ideals  of  social  welfare,  and  to 
show  by  what  specific  changes  they  may  be  approximated  more  closely.  They 
exercise  the  functions  of  preachers  and  statesmen  rather  than  the  functions  of 
investigators.  It  is  interesting  to  notice  that  the  scientific  sterility  of  this 
type  of  work  has  recently  been  the  subject  of  numerous  complaints  in  Germany 
itself. 
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basis  presupposes  considerable  knowledge  of  how  economic  processes 
actually  work  at  present.  While  the  understanding  of  these  pro- 
cesses has  been  the  chief  aim  of  economic  investigation  for  a  cen- 
tury, no  one  fancies  that  this  fundamental  task  has  yet  been 
adequately  performed.  In  the  interests  of  social  welfare  itself 
we  need  clearer  insight  into  the  industrial  process  of  making  goods, 
the  business  process  of  making  money,  and  the  way  in  which  both 
sets  of  activities  are  related  to  each  other  and  to  the  individual's 
inner  life. 

Into  our  conjoint  attack  upon  these  problems  a  clear  recognition 
of  the  r61e  played  by  money  promises  to  bring  more  definite  order 
and  more  effective  cooperation.  It  helps  us  to  formulate  our 
tasks  in  ways  that  suggest  definite  things  to  try  next.  For  ex- 
ample, to  find  the  basis  of  economic  rationality  in  the  development 
of  a  social  institution  directs  our  attention  away  from  that  dark 
subjective  realm,  where  so  many  economists  have  groped,  to  an 
objective  realm,  where  behavior  can  be  studied  in  the  light  of 
common  day.  It  shows  the  high  promise  of  that  effort  to  frame  an 
^^institutional  theory"  of  value  which  certain  of  our  colleagues 
have  begun.''^^  It  helps  us  to  keep  in  mind  the  fateful  distinction 
between  those  elements  in  human  nature  that  are  inherited  and 
hence  presumably  unchanging,  and  those  other  elements  that  are 
acquired  and  hence  presumably  susceptible  of  modification — ^a 
distinction  around  which  turns  so  much  of  our  thinking  concerning 
days  to  come.  To  realize  that  our  theoretical  inquiries  cluster 
about  the  workings  of  an  institution  bridges  the  gulf  that  has 
existed  to  the  detriment  of  both  between  economic  theory  and  eco- 
nomic history.  It  establishes  upon  a  common  plane  the  work  of 
those  who  seek  to  know  how  economic  organization  has  developed 
in  the  past,  of  those  who  seek  to  know  how  it  functions  in  the  pres- 
ent, and  of  those  who  seek  to  know  what  changes  it  promises  to 
undergo  in  the  future.  To  differentiate  sharply  between  making 
money  and  making  goods  brings  into  its  proper  prominence  the 
problem  of  the  relations  between  business  management  and  indus- 
trial efficiency.  It  prepares  us  to  face  that  subtler  problem  of  the 
dissimilar  hdbits  of  thought  drilled  into  men  by  the  daily  work  of 

**  See  the  various  papers  of  Professor  C  H.  Cooley,  referred  to  in  the  latest 
of  his  series,  "The  Progress  of  Pecuniary  Valuation,"  Quart§rly  Joumai  of 
Economiei,  November,  1915;  and  the  discussion  of  "The  Concept  of  Value"  bj 
Professors  B.  M.  Anderson,  Jr.,  and  J.  M.  Clark  in  the  Quarterly  Joumai  of 
Beonomiet,  August^  1915,  especially  Professor  Clark's  remarks  on  p.  715. 
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the  counting-house  and  of  the  factory.^  By  going  in  for  a 
realistic  treatment  of  business  life,  we  may  hope  to  arouse  a  keener 
interest  and  a  wider  cooperation  in  economic  theory.  For  we  shall 
be  analyzing  the  actual  processes  with  which  men  of  affairs  are 
concerned;  we  shall  be  treating  problems  that  have  meaning 
to  legislators,  administrators,  and  judges;  we  shall  be  stating  our 
hypotheses  in  ways  that  facilitate  their  practical  testing;  and 
we  shall  be  reaching  conclusions  that  have  a  clearer  bearing  upon 
our  hopes  and  fears  for  the  future. 

The  current  tendency  to  make  money  **the  center  around  which 
economic  science  clusters,"  then,  is  a  tendency  to  be  fostered.  For 
that  course  promises  (1)  to  clarify  economic  theory  by  giving  it 
a  better  framework,  (8)  to  render  economic  theory  more  useful  by 
directing  attention  to  those  actual  processes  with  which  all  ser- 
ious proposals  for  govenunental  regulation  and  social  reorganiza- 
tion must  deal,  (8)  to  make  economics  more  realistic  and  therefore 
more  interesting  intellectually  as  well  as  practically,  and,  finally, 
to  make  economic  theory  more  profound  by  orienting  the  econo- 
mist for  a  fruitful  study  of  his  aspect  of  human  behavior. 

*  See  the  paper  prepared  by  Tborstelii  Vcblen  for  the  ammal  meetliig  of  this 
Association  in  1900:    "Indoftrial  and  Peeoniarj  Employments." 
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H.  J.  Davenport:  I  find  my  place  in  the  discussion  of  these  papers 
a  difficult  one.  Professor  Hollander's  paper  urges — ^if  I  nnderstand  it 
rightly — ^that  little  or  nothing  worth  while  has  been  accomplished  in 
theory  dnring  the  last  thirty  years — there  being  little  really  left  to  do. 
Professor  Mitchell^  on  the  contrary^  holds  that  the  accomplishment  is 
great  and  admirable^  only  that  the  process  must  go  much  farther  in 
the  same  general  direction.  I  should  perhaps  do  well  to  withdraw  and 
to  let  these  men  settle  the  matter  between  themselves^  rather  than  to  take 
an  intermediate  position  involving  the  mugwump  hazard  of  getting 
shot  into  from  both  directions. 

In  the  main^  however,  I  concur  in  the  position  of  Professor  Hol- 
lander. Had  it  been  within  my  power — ^and  had  it  appeared  to  me 
worth  while — I  should  have  written  much  this  same  sort  of  paper, 
trying  possibly  to  improve  on  the  temper  of  it,  but  ratifying  and  em- 
phasizing the  well-known  essentials  of  all  scientific  method, — ^wise 
induction,  accurate  deduction,  adequate  verification.  I  agree  that 
whenever  wrong  conclusions  have  been  reached,  something  must  have 
been  amiss  in  one  or  more  of  these  processes.  Perhaps,  however,  I 
should  have  emphasized  a  further  process;  for  it  seems  to  me  dear 
that  before  one  has  arrived  at  the  point  of  making  any  induction,  he 
must  have  had  in  mind  some  query  or  interest  or  problem,  on  the  basis 
of  which  to  select  and  group  the  facts  appealing  to  his  attention.  If 
there  be  in  his  mind  no  principle  of  grouping — of  determining  what, 
among  the  infinitude  of  things  to  be  seen,  he  shall  see  and  shall  make 
the  basis  of  the  inductive  process — ^he  will  see  nothing  in  particular, 
and  have  nothing  from  which  to  induce.  But  suppose  him  somehow  to 
have  selected,  say,  a  chicken,  a  harvesting  machine,  a  sofa-pillow,  and 
a  pound  of  Stilton  cheese,  as  his  facts  to  be  thought  about.  Even  in 
making  this  grouping,  he  must  at  least  have  decided  that  f  eatheredness 
is  not  the  organizing  interest,  because  only  the  chicken  and  the  cushion 
are  feathered.  Now  assume  that  he  notes  that  they  all  bear  prices — 
aware,  of  course,  all  the  while  that  the  possession  of  feathers  cannot 
be  the  explanation — and  so  induces  the  hypothesis  that  labor  content 
must  explain  not  only  the  prices  but  also  the  price  ratios  between  the 
articles.  Nojr  let  him  proceed  to  deduce  from  this  law, — ^this  tenta- 
tive, hypothetical  explanation.  If  he  deduce  logically,  a  difficulty  must 
present  itself  with  his  hypothesis  immediately  that  he  comes  upon  some- 
thing that  bears  a  price,  e.g.,  land,  the  existence  and  the  price  of  which 
can  have  involved  no  labor.     Forthwith,  his  hypothesis  must,  some- 
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how^  perhaps  through  further  induction^  be  modified  or  reconstructed. 
If  he  does  neither  of  these  things^  his  process  of  verification  has  been 
defective — has  not  consulted  facts  enough — lacks  due  verification. 
Continually  emerging  discrepancy  is  the  very  nature  of  thinking,  as  the 
pragmatists  tell  us. 

Thus,  I  go  along,  in  the  main,  with  Professor  Hollander's  views  upon 
right  method.  But  I  am  compelled  to  disagree  with  him  in  his  choice 
of  the  writers  and  the  doctrines  that  illustrate  right  method.  He  is 
sure  that  the  later  theorists  have  erred  somewhere,  and  is  sure  of 
this  precisely  because  he  does  not  concur  in  the  conclusions  which 
they  have  reached.  His  test  of  method  is  one  with  yours  and  mine, — 
are  the  results  correct?  If  you  have  arrived  at  right  results — as  you 
have — ^their  criticism  cannot  touch  you.  Nor  do  I  regard  myself  as 
falling  under  the  strictures,  since  whatever  I  hold  as  correct,  I  have  to 
believe,  for  the  time  being.  Nor,  by  this  test,  can  Professor  Hollander 
suspect  his  own  methods.  So,  I  say,  let  the  whip  sing  about  the  legs 
of  the  other  fellows, — ^who  are  wrong.  While  they  dance  you  and  I 
may  be  comfortable.  Let  the  galled  jade  wince;  my  withers — ^yours, 
also — are  unwrung.  So,  if  Professor  Hollander  is  satisfied  to  believe 
that  the  law  of  increasing  returns,  rightly  induced,  deduced,  and  veri- 
fied, is  merely  the  obverse  of  the  law  of  diminishing  returns,  or  that 
he  may  hold  that  any  or  all  of  the  ^re  different  sorts  of  land  differen- 
tials can  have  no  part  in  price  determination,  or  that  there  are  the 
indicia  of  right  scientific  method  in  Caimes's  doctrine  of  non-competing 
groups — where,  if  the  members  are  in  one  vocation,  they  compete  but 
get  wages  disproportional  to  pains,  and  if  in  different  vocations,  may 
get  proportional  wages  but  cannot  compete — ^he  is  justified  in  his  ap- 
praisal of  the  methods  by  his  appraisal  of  the  conclusions.  I,  in  turn, 
regarding  the  conclusions  as  mostly  wrong,  find  in  precisely  these 
cases  admirable  examples  of  just  the  sort  of  methods  to  avoid. 

In  this  sense,  then,  I  am  glad  to  find  myself  in  full  accord  with 
Professor  Hollander's  fundamentals,  and  in  disagreement  only  in  the 
minor  matter  of  applications.  And  on  this  basis,  also,  as  I  take  it,  may 
Professor  Mitchell  easily  find  his  place  in  the  discussion.  But  he 
and  I  are  also  in  substantial  agreement  on  the  question  of  where  the 
right  conclusions  are  to  be  found,  and  upon  the  further  directions  in 
which  still  more  will  be  discovered.  But  I  do  not  altogether  like  it 
of  him  that  he  declares  me  to  belong  to  the  psychological  school,  de- 
spite the  unimportant  fact  mentioned  by  him  that  I  declare  that  I  do 
not  so  belong.  No  matter,  however;  for  I  don't  precisely  know  what  it 
means  to  be  a  member  of  this  school.    I  feel  much  as  did  Billy  Baxter^ 
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when  someone  called  him  a  duffer.  He  said  that  he  did  not  know  at 
all  what  a  duffer  might  be^  but  judged  it^  anyway^  to  be  about  the 
worst  kind  of  a  thing  possible  for  a  fellow  to  be. 

W.  H.  Haicilton:  In  the  two  papers  to  which  we  have  just  lis- 
tened an  issue  in  economic  methodology  is  clearly  joined.  Professor 
Hollander  has  given  a  spirited  plea  for  ''anti-intellectualisnL"  Pro- 
fessor Mitchell  has  presented  a  careful  argument  for  rationalism. 
Quite  paradoxically  the  former  has  advanced  a  speculative  argument 
against  "theorizing/'  while  the  latter  has  presented  by  concrete  in- 
stance^ and  hence  inductively^  a  defense  of  theory. 

In  Professor  Hollander's  paper  two  main  theses  stand  out.  The 
first  is  a  denial  of  validity  to  the  methods  of  verification  which  economic 
theorists  have  employed.  Since  it  is  a  reduction  of  the  phenomena  of 
a  particular  field  to  generalizations^  it  convicts  Professor  Hollander 
of  "theorizing."  But  it  is,  in  his  words^  a  "hypothesis^"  rather 
than  a  "theory"  or  a  "law^"  since  he  has  failed  to  verify  it.  He  has 
ignored  the  voluminous  literature  of  methodolgy^  possessed  not  only  by 
economics  but  by  the  other  social  sciences.  He  has  overlodced  the  ex- 
amination of  the  nature  of  economic  problems  and  phenomena  found 
therein^  and  the  attempts  to  establish  methods  of  verification  in  har- 
mony with  these.  This  omission  would  have  been  pardonable,  had  he 
given  attention  to  this  issue.  Instead  he  has  been  content  to  verify 
his  conclusions  solely  by  analogy.  He  argues  that  because  certain 
methodjs  have  yielded  valuable  results  in  the  natural  sciences  (which, 
it  might  be  added^  are  still  in  the  descriptive  stage)  ^  economists  should 
have  used  these  methods  of  verification.  One  of  the  most  valuable 
parts  of  his  paper  is  his  protest  against  the  use  of  analogy.  It  would 
accordingly  be  unfair  to  him  to  accept  his  conclusions^  so  long  as 
they  are  supported  alone  by  analogical  verification. 

His  second  point  is  an  imputation  of  almost  negligible  value  to  gen- 
eralization and  speculation.  Again  he  convicts  himself^  for  the  paper 
just  read  abounds  in  generalization  and  in  what  I  should  regard  as  very 
adventurous  speculation.  The  issue  is  squarely  presented  in  his 
strictures  upon  the  writing  of  textbooks.  The  guilty  among  us 
scarcely  need  defense  at  my  hands.  I  wish  only  to  remark  that  such 
general  and  speculative  writing  serves  two  closely  related  and  indis- 
pensable functions:  first,  it  allows  us  to  take  tentative  stock  of  our 
accomplishments  and  lack  of  them ;  and,  second,  it  reveals  our  shortcom- 
ings and  points  to  the  tasks  which  are  most  worth  the  doing.  A  piece 
pf  work  cannot  confer  value  upon  itself.     If  carefully,  and  "scientifi- 
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cally/'  doiie>  it  is  not^  for  that  reason^  necessarily  valuable.  Above  all 
it  can  furnish  no  evidence  that  it  represented  the  task  most  worth 
doing;  that  the  resources  spent  upon  it  might  not  have  yielded  more 
valuable  results  if  employed  otherwise.  Its  value  must  come  from 
some  external  source;  its  justification  must  be  found  in  the  uses 
to  which  it  can  be  put. 

It  is  just  such  an  evaluation  of  results  and  of  possible  tasks  which 
textbooks  in  economics  (which  are  descriptions  of  coherent  systems 
rather  than  mere  pedagogical  manuals)  have  furnished.  To  take  a 
concrete  example^  just  now  the  subject  of  trade  unionism  is  badly  in 
need  of  a  general^  even  if  tentative^  statement  of  results.  The  dear 
vision  and  the  sense  of  relative  values  which  such  a  text  would  impart 
should  suggest  to  the  workers  in  the  field  the  tasks  which  are  really 
most  worth  doing.  It  should  prevent  the  production  of  such  a  large 
amount  of  mediocre  work^  and  the  waste  of  valuable  labor  in  many  futile 
inquiries.  I  cannot  forbear  in  this  connection  repeating^  with,  I  trust, 
a  pardonable  change  of  emphasis,  the  quotation  from  Huxley  with 
which  Professor  Hollander,  quite  happily  but  somewhat  inadvertently, 
closed  his  paper:  "Whenever  science  has  halted,  or  strayed  from  the 
right  path,  it  has  been,  either  because  its  votaries  have  been  content 
with  unverified  or  unverifiable  speculation,  or  it  has  been  because  the 
accumulation  of  details  of  observation  has  for  a  time  excluded 
speculation/'^ 

With  the  methodological  thesis  implicit  in  Professor  Mitchell's  paper 
I  am  in  agreement.  The  task  of  economic  theory  in  balancing  observa- 
tion, generalization,  and  speculation  is  an  extremely  difficult  one. 
Observation  is  necessary  to  relevancy;  generalization  to  consistency. 
The  subject  has  ever  been,  and  in  its  nature  must  ever  remain,  the 
center  of  a  perpetual  struggle  between  relevancy  and  consistency. 
The  economic  system  is  rapidly  changing,  as  is  the  intellectual  system, 
in  terms  of  which  the  explanation  is  to  be  made.  Yet  consistency  can 
come  only  from  temporarily  arrested  observation;  the  careful  and  tor- 
tuous work  necessary  to  it  requires  decades  of  "hard  thinking." 

The  chief  criticism  of  the  prevalent  neo-classical  economics  is  that  it 
enjoys  the  latter  at  the  expense  of  the  former.  Yet  recently  the  note 
of  relevancy  has  been  quite  dominant.  The  development  of  theory  is 
just  now  being  characterized  by  several  more  or  less  independent  ten- 
dencies. As  yet  they  present  no  semblance  of  articulation  into  a  co- 
herent system.  These  tendencies  are  semi-critical,  semi-constructive. 
Among  the  former  perhaps  the  most  important  is  the  re-examination 

^  Italics  are  the  speaker's. 
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of  the  preconceptions  of  the  science.  A  second  is  the  attempt  to  free 
theory  from  its  ethical  implications  and  give  it  a  more  positive  state- 
ment. This  is  evidenced  by  the  tendency  away  from  "marginal  utility" 
and  from  the  "productivity"  theory  of  distribution.  A  third  is  a  dis- 
position to  replace  the  static  discussion  of  doctrines,  whose  objective 
has  been  eternal  verity,  with  a  consideration  of  systems  in  their  larger 
aspects  against  the  background  of  their  economic  and  intellectual 
environment.  The  attempts  at  constructive  work  are  as  varied.  Quite 
significant  is  the  noteworthy  attempt  to  restate  the  assumptions  of 
economics.  The  recent  introduction  of  the  "new  volitional  psychology' 
and  the  substitution  of  the  idea  of  "process"  for  that  of  "normality 
are  striking  examples.  Equally  significant  is  the  attempt  to  cover 
the  generally  neglected  field  of  institutions.  Professor  Mitchell  has 
just  advocated  the  introduction  of  one  of  these,  pecuniary  valuation 
and  motivation,  in  value  theory  itself.  Others  are  insisting  upon  a 
critical  study  of  the  institutions  which  condition  the  valuations  of  the 
market-place,  such  as  property,  competition,  and  even  pecuniary 
valuation  itself.  Mention  must  also  be  made  of  the  reappearance  of 
"welfare"  as  the  fundamental  concept  of  the  science.  This  idea  has 
played  quite  a  part  in  English  economics  in  the  last  few  years. 

What  tendencies  among  these  will  prove  of  positive  value,  what  con- 
tributions they  will  lead  to,  and  what  uses  will  be  made  of  them,  who 
can  say?  They  furnish,  however,  sufficient  evidence  that  theorists 
appreciate  the  necessity  of  observation  and  that  they  are  intent  upon 
relevancy.  They  will  assuredly  make  some  contribution  to  economic 
theory.  But  as  surely  we  know  that  much  of  the  old  is  valuable.  In 
logical  consistency  it  sets  an  ideal  which  economics  must  ever  keep 
before  it  if  it  would  preserve  its  wonted  intdlectual  respectability. 
To  be  contemptuous  of  speculation  and  generalization  or  of  observa- 
tion is  alike  dangerous.  To  scorn  the  old  or  to  venerate  it  is  alike 
inimical  to  advance.  In  the  future,  as  in  the  past,  by  aiming  at  rde- 
vency  and  consistency,  by  using  speculation,  observation,  and  generali- 
zation, economic  theory  must  work  its  way  from  tentative  statement  to 
tentative  statement. 

Richard  T.  Ely:  The  discussion  in  some  of  its  aspects  sounds  to 
me  like  a  voice  from  the  tombs.  Professor  Hollander  goes  back  to 
a  distant  past  and  reminds  us  of  sins  which  we  committed  long  ago. 
But  not  all  those  things  which  may  now  seem  like  sins  were  sins  after 
all.  Utterances  of  the  past  must  be  judged  with  respect  to  the  condi- 
tions of  the  past.    My  friend  and  colleague,  Taussig,  and  I  can  lock 
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back  a  good  many  jears^  and  I  am  sore  that  he  feels^  as  I  do^  that 
great  progress  has  been  made  since  the  American  Economic  Association 
was  founded.  Theory  has  been  improved  in  a  good  many  respects. 
However^  this  is  a  large  subject^  and  I  hope  that  on  some  futore 
occasion  I  shall  also  have  an  opportunity  to  read  a  paper  on  economic 
theory  and  then  I  can  have  my  say  too. 

Irving  Fisher:  Both  of  the  papers  seem  to  me  excellent.  I  would 
like  to  say  a  few  words  about  Professor  Hollander's.  His  is  the  best 
paper  on  methodology  which  I  have  heard  before  this  Association  or 
elsewhere.  I  admits  however^  that  this  is  not  necessarily  as  high  praise 
as  it  sounds! 

I  was  somewhat  disappointed  at  the  reaction  of  those  who  commented 
on  Professor  Hollander's  paper.  I  sincerely  hope  that  the  young  men 
who  are  beginning  to  work  in  economic  theory  will  take  to  heart  what 
Professor  Hollander  has  said.  I  have  long  believed  that  economists 
would  profit  greatly  by  taking  some  older  and  more  developed  science 
as  a  model  for  method ;  it  does  not  much  matter  whether  it  be  physics^ 
biology^  or  some  other  science.  One  of  the  speakers  has  said  that  eco- 
nomics is  not  physics.  No>  but  its  method  is  the  method  of  physics,  and 
I  believe  a  study  of  physics  to  be  one  of  the  best  preparations  for  a 
young  man  intending  to  enter  economic  theory.  The  trouble  with 
economic  theory  is  that  economists  have  entered  the  field,  either  from 
the  a  priori  side  of  philosophy  and  metaphysics  where  the  proper  im- 
portance of  cold  facts  has  not  been  recognized,  or  on  the  other  hand, 
from  the  side  of  history  where  only  facts  and  not  principles  have  been 
studied.  The  result  is  that  we  have  suffered  from  both  of  the  evils 
against  which  Professor  Huxley  warns  all  scientists.  My  chief  criti- 
cism of  Professor  Hollander's  paper  is  that  he  considered  only  one  of 
the  two  pitfalls  mentioned  by  Huxley.  He  complained  of  half-baked 
theories.  He  should  also  complain  of  half-digested  facts.  Our  theo- 
retical economists  are  not  sufficiently  practical,  while  our  practical 
economists  are  not  sufficiently  theoretical.  I  might  also  raise  the  ques- 
tion whether  Professor  Hollander  has  not  been  unduly  severe  with  some 
of  the  individuals  whom  he  has  selected  to  criticise.  Some  of  them, 
at  least,  were  doubtless  unable  to  supply  the  needed  verification.  He 
has  given  us  a  counsel  of  perfection.  Often  in  economics  as  in  any 
other  science  we  have  to  throw  out  suggestions  or  hypotheses  in  advance 
of  any  possibility  of  verifying  them.  We  can  scarcely  be  criticised 
if  we  realize  that  verification  is  needed  and  so  specify.  Severe  criticism 
is  merited  only  by  those,  and  there  are  many,  who  fail  to  recognise  that 
verification  is  even  desiraUe. 


168  American  Economic  Association 

B.  M.  Andbrbon^  Jr.  :  I  shall  take  time  only  to  enimciate  a  thesis^  in 
further  development  of  the  theme  of  Professor  Mitchell's  excellent 
paper  on  "The  R61e  of  Money  in  Economic  Theory." 

Very  much  of  onr  economic  theory  has  been  static  theory,  concerned 
with  "normal  equilibria"  and  delicate  marginal  adjustments,  resting 
on  the  assumptions  of  a  fluid  market  where  labor,  capital,  and  goods 
are  perfectly  mobile.  Theory  resting  on  these  assumptions  may,  in- 
deed, abstract  from  the  idea  of  money.  If  these  assxunptions  were  tmCy 
money  would,  indeed,  be  a  meaningless  ''cloak,"  obscuring  the  real 
forces  at  work.  This  body  of  static  or  normal  theory  has  real  signifi- 
cance for  the  understanding  of  economic  life.  The  tendencies  it  formu- 
lates are  real.  The  marginal  adjustments  are  made,  not  as  smoothly  as 
the  pure  theory  would  indicate,  but  none  the  less  smoothly  enough  to 
give  verisimilitude  to  the  theory. 

But  the  explanation  of  the  degree  of  fluidity  which  the  market  mani- 
fests, of  the  ease  and  promptness  with  which  adjustments  to  changed 
conditions  are  brought  about,  is  to  be  found,  in  large  measure,  in  money 
and  credit  themselves.  It  is  the  business,  the  function,  of  money  and 
credit  to  overcome  "friction,"  to  bring  about  quick  readjustments,  to 
effect  "transitions,"  to  make  possible  the  static  equilibria, — ^in  a  word,  to 
make  the  assumptions  of  static  theory  come  true.  This  is  not  the  whole 
story  as  to  the  functions  of  money  and  credit,  but  it  is  the  central 
point.  The  greater  part  of  the  exchanging  that  actually  takes  place 
in  the  modem  world  grows  out  of  dynamic  changes  in  economic  life. 
In  a  static  state^  or  normal  equilibrium,  where  every  laborer  has  already 
found  the  work  that  is  the  best  he  can  get,  where  every  capitalist  has 
already  found  the  investment  which  suits  him  best,  where  land  and 
houses  are  in  the  hands  of  those  best  adapted  to  hold  them,  etc.,  there 
would  be  little  occasion  for  the  sale  of  lands,  of  corporate  securities^ 
etc.  With  the  price  fluctuations  due  to  the  uncertainties  of  transition 
periods  and  dynamic  changes  banished,  there  would  be  little  occasion 
for  speculative  trading.  Speculative  exchanges  today  make  up  the 
major  part  of  the  actual  volume  of  trade  in  the  United  States.^  In  a 
state  of  normal  equilibrium  there  would  be,  of  course,  exchanges  for  the 
purpose  of  carrying  raw  materials  through  the  various  stages  of  pro- 
duction to  the  consumer,  etc.,  there  would  be  payments  to  laborers,  etc., 
and  there  would  be  some  "time  speculation"  in  articles  where  there  is 
seasonal  variation  in  production.  But  the  great  bulk  of  the  actual 
exchanging  which  now  takes  place  would  not  occur. 

Static  theory  thus  rests  on  assumptions  which  are  valid  chiefly  be- 

^  I  shall  offer  statistical  evidence  on  this  point  in  a  book  on  Tks  Valm$  of 
Monsjf  now  in  process,  which  I  hope  to  publish  during  the  coining  year. 
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cause  money  and  credit  have  made  them  so.  Static  theory  thus  rests 
on  the  foundation  of  money  and  credit.  It  is  somewhat  ungracious  for 
static  theory  to  despise  that  foundation^  and  very  indiscreet  for  static 
theory  to  try  to  knock  the  foundation  down. 

It  is,  moreover^  quite  grotesque  for  static  theory  to  offer  itself  as  a 
support  for  its  own  foundation.  A  static  or  "normal"  theory  of  money 
and  credit,  resting  on  the  notion  of  accomplished  equilibrium,  after 
transitional  changes  have  been  effected,  misses  the  main  point  as  to 
the  function  of  money  and  credit.  Static  theory  which  assumes  fric- 
tionless  fluidity,  misses  the  whole  point  concerning  money  and  credit. 
A  functional  theory  of  money  and  credit  must  be  a  dynamic  theory, 
basing  itself  on  an  analysis  of  friction,  of  transitions,  and  the  like. 
And  this  is  one  reason,  among  many,  why  I  find  the  quantity  theory  of 
money  indefensible. 


PRICE  MAINTENANCE 

By  F.  W.  Tausmo 
Harvard  Ufwoenity 

I  shall  confine  my  discussion  of  the  topic  assigned  for  this  meet- 
ing to  the  practice  among  manufacturers  of  prescribing  the  price 
at  whicfh  their  products  shall  be  sold  by  retail  dealers.  Attempts 
have  also  been  made  to  fix  in  similar  ways  the  prices  at  which 
wholesalers  (jobbers)  shall  sell  to  the  retailers.'  But  stipulationi 
of  this  latter  kind  are  more  easily  evaded  than  those  binding  the 
retailers;  and  they  seem  to  be  less  frequent.  In  any  case  they 
present  essentially  the  same  questions  of  principle,  and  hoiee  call 
for  no  separate  discussion.  And  it  is  tiie  endeavor  to  fix  retail 
price  that  chiefly  arouses  the  concern  of  the  community  and  is 
supposed  to  call  for  legislation. 

Obviously  the  questions  hereby  presented  are  different  from 
those  of  the  trust  problem.  It  is  not  a  combination  of  manufac- 
turers or  of  middlemen  that  we  have  to  consider,  or  an  agreement 
by  a  group  among  them  to  fix  the  prices  at  whidi  they  shall  sell 
an  article  or  set  of  articles.  Each  manufacturer  is  supposed  to 
deal  independently  with  his  customers,  merely  fixing  the  prices  at 
which  they  in  turn  shall  sell.  He  continues  to  compete  with  other 
manufacturers  producing  the  same  thing  or  similar  things.  If  the 
prescription  of  the  prices  at  which  the  retailers  shall  sell  has  any 
effect  on  the  amount  received  by  the  manufacturer  or  on  his  profits, 
this  is  an  indirect  and  perhaps  incidental  consequence,  quite  differ^ 
ent  from  the  direct  effect  which  would  come  from  raising  or  stiffen- 
ing through  combination  the  prices  obtained  from  the  wholesalers 
or  retailers.  If  there  is  restraint  of  trade  in  the  legal  sense,  the 
restraint  is  of  a  different  sort  from  tiiat  of  the  ordinary  contract 
or  combination.  If  there  are  consequences  which  the  economist 
finds  objectionable,  they  are  different  from  those  wrought  by  the 
trusts. 

We  may  begin  by  endeavoring  to  analyze  and  understand  the 
phenomenon,  to  see  how  it  comes  about.  In  this  task  of  analysis, 
we  shall  follow  two  distinct  lines  of  explanation.  T%e  first  of  tiiese 
relates  to  the  variations  of  demand  and  tihe  structure  of  demand 
schedules, — topics  with  which  economic  theory  is  accustomed  to 
deal.  The  second  relates  to  the  working  in  practice  of  the  tradi- 
tional machinery  of  distribution  through  middlemen.  Hie  first  we 
may  call  psychologicdl;  the  second  we  may  call  marketing. 
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First,  then,  as  to  demand  schedules  and  their  bearing  on  the 
problem  in  hand.  This  endeavor  to  prevent  retailers  from  pushing 
their  sales  is  anomalous.  It  seems  to  run  counter  to  general  propo- 
sitions which  are  universally  accepted  in  economic  theorizing.  If 
there  is  one  thing  which  is  laid  down  in  all  the  books,  it  is  iiiat  a 
decline  in  price  leads  to  an  increase  in  the  quantity  demanded  and 
sold.  The  demand  schedule,  we  are  taught,  always  shows  an  in- 
crease of  demand  with  a  lowering  of  price.  Yet  the  endeavor  to 
keep  up  retail  prices  would  seem  to  be  based  on  a  contrary  suppo- 
sition. Let  me  explain.  In  all  this  price-fixing  system,  the  price 
received  by  the  manufacturer  himself  is  in  no  way  restricted  or 
even  directly  affected.  His  own  price  to  the  trade  remains  no  less 
and  no  more.  It  is  only  the  r^ale  price  that  is  sought  to  be  con- 
trolled. Now,  the  manufacturer's  immediate  interest,  and  indeed 
his  only  interest,  would  seem  to  be  in  his  own  receipts.  So  long 
as  he  settles  the  price  which  comes  to  him,  why  should  he  concern 
himself  with  the  terms  of  further  sale  by  jobber  or  retailer?  Nay, 
his  interest  would  seem  to  be  that  these  middlemen,  and  especially 
the  retailers,  should  sell  as  dieaply  as  possible,  and  advertise  as 
much  as  possible  their  cheap  sales.  The  decline  in  retail  price 
leads  to  increase  in  the  quantity  sold, — this  is  our  familiar  theo- 
rem. So  far  as  the  manufacturer  himself  is  concerned,  there  is  no 
decline  in  price;  he  sells  to  the  trade  at  his  own  price, — a  price 
more  or  less  established,  and  independent  of  retail  dickering.  If 
the  shopkeepers  push  the  sales  of  his  wares,  stimulate  demand  by 
cutting  down  the  "spread**  between  his  price  and  the  price 
to  consumers.  Why  should  not  he,  as  well  as  the  consumers,  accept 
the  situation  witii  satisfaction?  Ordinarily,  it  need  not  be  said, 
this  is  the  manufacturer's  attitude.  He  sells  to  the  trade  at  what- 
ever prices  he  can  get,  and  does  not  trouble  himself  about  the 
further  proceedings  of  jobbers  and  retailers. 

It  will  be  replied  at  once  tiiat  tiie  manufacturers  whose  case  is 
here  under  consideration  are  not  engaged  in  the  ordinary  ways  of 
production  and  sale.  T%ey  turn  out  articles  not  of  the  usual  sort, 
but  "identified"  articles;  things  which  are  earmarked  by  brand, 
trade-mark,  patent,  distinctive  name;  almost  always  things  which 
have  been  widely  advertised.  The  articles  are  of  the  most  various 
kinds, — watches  and  safety-razors,  garters  and  shoes  and  under- 
wear, whiskies  and  "proprietary"  drugs,  books  and  typewriters, — 
but  all  "identified."  The  number  and  the  proportion  of  articles 
thus  earmarked  seem  to  be  increasing ;  apparently  the  drift  is  to- 
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warcl  merchandising  in  this  way.  Now,  as  regards  the  identified 
articles,  the  maker's  attitude  is  different  from  that  of  the  ordi- 
nary manufacturer.  The  retailer  is  to  be  restrained  from  trying 
to  stimulate  their  sales  by  reducing  the  retail  profit  and  the  retail 
price.  The  question  recurs,  why  should  the  manufacturer  wish  to 
restrain  him? 

The  answer, — ^not  the  whole  of  the  answer,  but  so  much  as  re- 
lates to  the  psychology  of  demand, — is  to  be  found  in  the  fact  that 
the  demand  schedule  does  not  follow  the  usual  course,  or  at  all 
events  may  not  follow  it.  There  is  at  least  the  possibility  of  an 
exception  to  the  supposedly  universal  law.  It  is  not  universally 
true  that  a  decline  in  the  price  of  a  commodity  leads  to  ihe  buying 
of  more  of  it.  The  experienced  business  man's  perception  of  this 
fact  goes  far  to  explain  his  aversion  to  retailer's  price  cutting. 
He  does  not  formulate  the  matter  in  the  terms  which  we  economists 
use,  and  indeed  does  not  often  formulate  it  in  any  explicit  way ;  but 
he  knows  that  there  is  trouble  here. 

The  typical  case,  and  for  the  present  purpose  the  instructive 
case,  in  which  lowered  price  does  not  lead  to  increased  demand,  is 
that  of  articles  of  prestige.  If  diamonds  were  to  become  very 
plentiful  and  very  cheap,  it  is  probable  that  people  would  buy  not 
more  of  them  than  now,  but  less.  The  brilliant  stones  would  no 
longer  gratify  the  love  of  ostentation,  tiie  emulative  disposition; 
they  would  no  longer  suggest  a  handsome  income  or  yield  that  in- 
ner satisfaction  which  comes,  by  association  of  ideas,  from  the 
possession  of  the  rare  and  the  precious.  T%eir  value  would  rest 
mainly  on  their  usefulness  in  the  arts,  and  would  be  kept  within 
narrow  limits  by  the  competition  of  substitutes.  The  owners  of 
the  South  African  mines  understood  the  situation  perfectly.  If 
diamonds  were  to  retain  their  glamor  and  price,  tiiey  could  not  be 
allowed  to  become  too  plentiful. 

Now  I  am  convinced  that  this  factor  plays  a  part  in  the  busi- 
ness policy  of  prescribing  retail  prices.  As  a  rule — not  univers- 
ally, but  as  a  rule — the  identified  goods  are  widely  advertised  as 
exceptionally  good.  The  advertising  phrases  sometimes  used  are 
such  as  to  countenance  the  more  pessimistic  views  on  the  lack  of 
social  gain  from  ^^publicity."  The  identified  goods  are  said  to  be 
"quality  articles" ;  they  are  for  the  good  trade ;  they  are  for  par- 
ticular people ;  a  little  higher  in  price,  but  oh,  how  superior ;  and 
so  on.  If  articles  thus  lauded  are  offered  at  cut  prices,  if  they  are 
knocking  about  in  quantities  on  the  counters  of  cheap  shops  at  less 
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than  the  announced  price,  if  tliey  are  used  as  ^^leaders"  to  seduce 
the  bargain  hunters, — their  prestige  is  endangered.  They  may 
cease  to  be  esteemed  as  qualify  goods.  It  is  not  an  unconmion  ex- 
perience, I  have  been  told  (and  some  curious  examples  have  been 
brought  to  my  attention),  that  a  manufacturer  who  has  tried  in 
vain  to  force  sales  of  a  product  by  lowering  its  price  has  found 
that  by  advertising  lavishly  under  a  fetching  label  he  can  sell 
more  of  that  same  product  at  a  higher  price.  The  converse  is 
feared  in  case  of  a  cut  price  for  an  ^^established"  article.  Though 
some  additional  purchasers  may  be  tempted  at  the  outset,  prestige 
is  impaired.  The  nimbus  may  be  dissipated;  particular  people 
may  no  longer  be  attracted.  Therefore  the  retail  dealer  is  to  be 
restrained  from  cutting  the  price.  In  the  long  run,  the  lower 
price,  so  far  from  enlisting  purchasers,  is  as  likely  to  repel  tiiem. 

So  much  for  tiie  explanation  on  psychological  grounds.  I  have 
no  doubt  it  goes  a  good  way  toward  clarifying  the  apparent  anom- 
alies in  the  manufacturer's  attitude.  But  cbviously  it  is  of  vary- 
ing significance  for  different  sorts  of  goods ;  and  it  is  applicable  in 
any  case  only  to  those  for  which  prestige  value  is  significant, — 
some  articles  of  dress  and  food,  for  example.  A  great  range  of 
identified  goods  would  seem  to  be  beyond  its  scope.  Such,  to  give 
a  clear  instance,  are  books ;  yet  publishers  are  as  solicitous  as  any 
price  maintainors  that  their  list  rates  should  be  maintained.  On 
the  whole,  this  factor  seems  to  be  less  important  than  the  other  to 
which  I  have  referred, — that  arising  in  the  conditions  of  market- 
ing.   To  this  second  element  in  the  case  I  will  now  turn. 

The  established  mechanism  for  getting  goods  from  the  large- 
scale  producer  to  the  scattered  individual  purchasers  is  through 
the  jobbers  and  the  retailers.  Now  most  of  these  do  not  relish 
cutting.  They  like  to  carry  on  business  in  the  accustomed  way, 
to  sell  at  a  ^treasonable''  profit,  to  maintain  the  traditional  spread 
between  manufacturer's  price  and  wholesale  price  and  then  that 
between  wholesale  and  retail  price.  They  believe  sincerely  that 
the  traditional  rates  of  profit, — that  is,  the  margins  between  buy- 
ing prices  and  selling  prices, — are  not  excessive,  and  that  in  the 
long  run  merchandising  can  not  be  conducted  on  lower  terms. 
Variations  from  the  established  system  they  believe  to  be  neces- 
sarily temporary  and  irregular, — disturbances  from  which  a  re- 
action is  bound  to  set  in,  or  mere  devices  to  confuse  and  deceive  the 
customers.  The  system  of  price  prescription  for  identified  goods 
conforms  to  these  traditions.    The  retail  price  becomes  the  starting 
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point ;  with  this  the  retailer  makes  his  reasonable  profit ;  the  whole- 
saler in  turn  makes  his  reasonable  profit,  over  and  above  the  manu- 
facturer's price;  the  manufacturer  finally  gets  what  remains,  his 
own  gross  receipt;  and  all  pursue  their  ways  in  calm  and  content. 

Then  comes  some  iconoclastic  price-cutter, — ^a  department  store, 
or  a  mail-order  house,  or  a  ^^cheap  trade"  low-class  retailer, — and 
parades  a  cut-price.  The  device  is  the  more  effective  in  attracting 
customers  to  him,  at  least  in  the  first  stages,  in  proportion  as 
the  article  and  its  standard  price  (fixed  price)  are  well  known. 
Once  the  process  of  cutting  is  begun,  difficulty  arises  in  maintain- 
ing the  standard  price  anywhere  on  the  line.  Quite  apart  from 
any  loss  of  prestige  for  the  article,  buyers  now  expect  the  price 
to  be  cut  generally.  The  shop  that  refuses  to  yield  begins  to  be 
thought  of  as  a  dear  shop.  The  retailer  complains  to  the  jobber 
that  he  can  no  longer  hold  the  standard  price,  and  asks  tiie  jobber 
to  shade  the  jobbing  price;  the  jobber  in  turn  complains  to  the 
manufacturer,  and  asks  him  to  shade  hii  price. 

Now  it  is  all  very  well  for  the  manufacturer  who  is  thus  pestered 
to  say  that  the  troubles  of  jobbers  and  retailers  are  their  own,  and 
that  they  must  settle  their  ccmditions  of  competition  for  fhaxt- 
selves.  He  finds  that  his  goods  are  in  danger  of  becoming  unpopu- 
lar in  the  trade.  It  no  longer  ^^pays"  to  handle  them;  there  is  ^^o 
money"  in  them.  Hiey  are  not  boycotted;  but  they  are  no  longer 
pushed.  Salesmen  are  not  coadied  to  press  them  on  the  attention 
of  jobbers,  and  retailers  do  not  place  them  conspicuously  on  their 
counters.  Other  competing  articles  are  favored,  usually  because 
they  can  be  bought  at  lower  prices.  The  once-favored  manufac- 
turer finds  that  the  accessibility  of  his  product  is  seriously  af- 
fected. It  is  open  to  him,  of  course,  to  maintain  the  repute  and 
the  vendibility  of  his  product  by  continued  and  even  increased 
advertising.  He  may  maintain  its  accessibility  by  alliance  with 
some  imorthodox  selling  agent,  or  even  by  setting  up  a  new  distribut- 
ing system,  e.g.,  by  doing  his  own  jobbing  or  retailing.  But  these 
measures  call  for  an  extended  range  of  additional  operations,  for 
large  capital,  for  new  responsibilities  of  management.  Thou^ 
they  are  not  impracticable,  they  are  difficult  and  expensive.  The 
simplest  and  easiest  policy  is  to  conform  to  the  existing  system, 
subdue  the  relbellious  retailer,  and  make  it  worth  while  for  the 
regular  forces  to  remain  loyal.  Support  the  brand,  support  the 
price,  support  the  trade,— ^this  is  good  business. 

Such  are  the  grounds,  so  far  as  I  can  make  them  out,  for  the 
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great  concern  of  this  knot  of  manufacturers  about  a  matter  which 
seems  at  first  to  be  none  of  tiieir  concern, — the  price  at  whidi 
somebody  else  sells  a  product  for  which  they  have  already  received 
a  price  satisfactory  to  themselves.  The  next  question  is  whether 
there  are  reasons  for  justifying  or  condemning  the  practice.  Hav- 
ing explained  the  phenomenon — the  first  business  of  the  economist, 
and  doubtless  his  main  business — ^we  may  consider  whether  it  con- 
duces to  the  public  well-being.  Is  it  to  be  encouraged  by  legisla- 
tion, or  to  be  checked? 

On  those  aspects  of  the  case  which  are  connected  with  advertis- 
ing and  prestige, — the  psychological  aspects,  as  I  have  styled 
them, — the  chief  consideration  which  is  urged  in  defense  of  the  set- 
price  system  is  that  it  enables  or  promotes  the  maintenance  of  the 
quality  of  the  goods.  It  is  said  that  the  maker  of  the  identified 
article,  being  assured  of  the  price  at  which  it  will  be  sold  at  retail 
and  therefore  at  wholesale,  can  maintain  its  quality;  that  there  is 
a  constant  and  insinuating  pressure  to  lower  the  quality  of  goods, 
to  pare  down  and  adulterate ;  that  the  consumer  is  easily  deceived 
into  taking  competing  articles  of  ^hio  real  merif;  and  that  the 
system  of  fixed  prices  for  identified  goods  serves  as  protection  to 
the  consiuner,  a  guarantee  of  good  quality. 

No  observer  of  the  existing  system  will  deny  that  tiie  matter  of 
maintaining  quality  is  a  serious  one.  There  is  a  constant  tendency 
to  nibble.  Shoddy  goods  and  adulterated  goods  are  a  great  bane 
of  modem  industry.  T%e  jobber  and  the  retailer  press  the  manu- 
facturer to  lower  his  price,  and  play  off  one  manufacturer  against 
another.  There  are  dealers  who  persistently  suggest  a  shading  of 
quality  here  and  there,  a  bit  of  poorer  material,  a  cheap  ingre- 
dient, and  all  with  the  same  fair  externals, — no  one  would  notice  the 
difference.  It  is  not  unnatural  that  the  manufacturer  who  is  con- 
scientious and  also  far-sighted  should  set  his  face  against  moves 
of  this  kind,  and  should  approve  a  system  which  promises  to  as- 
sure him  his  price  and  enable  him  to  stick  to  his  standards. 

Nevertheless  I  question  whether  the  system  of  price  mainte- 
nance serves  in  any  considerable  degree  to  keep  up  the  quality  of 
goods;  and  I  question  still  more  whether  it  is  the  best  way  of 
keeping  it  up. 

So  far  as  I  can  judge  from  observation  and  inquiry  (my  own 
inquiry  can  not  pretend  to  be  more  than  cursory),  these  identified 
and  price-fixed  articles  are  sometimes  excellent,  sometimes  good, 
sometimes  ordinary.    The  verdict  of  unbiased  and  weQ-informed 
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observers  seems  to  be  that  thej  are  usually  good ;  occasioQftUr  i 
really  superior  quality.     Ab  a  rule,  the  purchaser  is  safe  in  buTiq 
them ;  but  often  he  pays  a  liberal  price  for  the  insurance.     Subi 
tutes  as  good,  but  less  widely  advertised,  can  commonly  be  had  at  I 
B  price  no  higher,  sometimes  at  a  lower  price.     Not  infrequently, 
the  situation  is  the  reverse  of  that  implied  in  the  quality  argument: 
the  much -advertised  identified  article  with  its  set  price,  so  far  fron 
being  particularly  good,  is  mediocre.     There  seems  to  be  no  i 
formity  in  the  outcome,  and  certaiolj  no  assured  protection  for  tl 
purchaser. 

The  whole  question  of  the  maintenance  of  the  quality  of  goodi 
is  a  perplexing  one.  How  far  is  it  expedient  to  let  the  purchase! 
judge  for  himself,  how  far  expedient  to  hedge  him  in  with  safe 
guards  and  restrictions?  In  the  process  of  experimenting  witt 
different  goods  and  suiting  different  tastes,  of  adaptation  to  dif< 
ferent  needs,  is  it  not  best  to  let  him  buy  what  be  likes  and  tfl 
take  his  chances  of  making  mistakes?  As  regards  some  things  iiv 
portant  for  health,  drugs  for  example,  or  fresh  milk,  no  one  qucf 
tions  the  desirability  and  the  feasibility  of  setting  up  ngid  stand* 
aids  and  of  compelling  absolute  conformity  to  them.  As  regards 
articles  of  food,  we  can  require  that  they  shall  be  what  they  piu 
port  to  be, — that  chicory  shall  not  be  palmed  off  as  coffee  of 
margarine  as  butter.  But  as  regards  a  multitude  of  goods,  prob- 
ably the  great  mass,  there  can  be  no  hard  and  fast  standards. 
How  much  jute  and  how  much  cotton  and  how  much  wool  abouldl 
there  be  in  a  carpet?  What  flavor  and  composition  should  a  t 
paste  have?  Just  how  durable  should  be  the  leather  i 
How  accurate  a  time-piece  should  a  watch  be?  There  are  matten 
on  which  it  would  seem  that  the  purchaser  must  be  left  in  the  main 
to  judge  for  himself, — to  compare  price  with  quality,  to  consider 
for  what  sort  of  use  and  for  what  period  of  use  he  wishes  the  artiij 
ele.  Neither  an  all-regulating  government  nor  a  benevolently  ( 
posed  manufacturer  is  likely  to  settle  them  as  much  to  hia  satit^ 
faction, — his  real  and  ultimate  satisfaction,  including  that  of 
having  his  own  way, — as  his  own  free  choice,  foolish  though  it  may 
seem  to  another.  In  the  course  of  the  discussions  of  the  set-price 
system,  there  have  been  on  this  subject  some  curious  statements  g 
implications.  It  has  been  said  on  the  one  hand  that  the  i 
dealer  is  the  proper  or  responsible  guardian  for  the  purchaser;  a 
the  other  that  the  maker  of  the  identified  article  should  act  ii 
'    parentit.     The  alternative,  it  would  seem,  should  be  put  diffet 


shouldH 
itootM 
a  shoefj 

itten 

main 

tsider 

artirB 

satif^ 


Price  Mamienance  177 

entiy :  either  the  public  itself,  i.e.,  the  government,  should  intervene 
as  j^ardian,  or  the  purchaser  should  be  left  to  take  care  of  himself. 

The  argument  concerning  the  ways  of  maintaining  good  quality 
seems  to  me  applicable,  not  to  price  fixing,  but  to  another  practice 
usually  allied  with  it  and  often  confused  with  it, — namely,  the 
protection  of  brands  and  trade-marks.  The  solid  ground  for  legal 
support  to  trade-marks  is  that  an  inducement  is  thereby  given  to 
make  satisfactory  articles  and  to  continue  making  them.  Turn 
out  that  which  satisfies  the  customer,  mark  it  for  easy  identifica- 
tion, and  he  will  ask  for  it  again ;  a  process  which  is  defeated,  as 
regards  the  inducement  to  maintain  quality,  if  s<mie  one  else  is 
aUowed  to  use  the  trade-mark.  And  it  is  this  general  situation — 
that  it  pays  to  make  a  trade-mark  article  good  and  to  keep  it 
good — ^which  is  the  factor  making  for  the  quality  of  identified 
articles.  T%e  maintenance  of  retail  prices  seems  not  at  all  es- 
sential. There  are  any  number  of  articles  which  have  been  sold 
under  a  trade-mark  year  after  year,  generation  after  generaticm, 
without  any  dictation  of  retail  prices  and  also  witiiout  any  deteri- 
oration in  quality.  I  take  it  that  the  trade-mark  artides  for  which 
no  set-price  arrangement  has  been  attempted  fat*  exceed  in  niun- 
ber  and  in  commercial  importance  those  to  which  it  has  been  aj)- 
plied.  It  is  a  minority  even  among  the  identified  goods  which  come 
within  the  purview  of  the  system.  Yet  the  long-run  profitableness 
of  keeping  up  the  brand  suffices  for  the  maintenance  of  quality. 

On  one  phase  of  the  trade-mark  situation  and  its  rdation  to 
quality  there  may  be  room  for  improvement.  T%e  practice  seems 
to  have  been  extended  of  late  years.  Any  one  can  register  a  trade- 
mark and  try  to  ^develop"  it.  Many  a  jobber  bethinks  himself 
of  having  his  special  brand ;  sometimes  even  the  ambitious  retafler. 
There  may  be  herein  a  dispersion  and  loss  of  responsibility,  and  so 
of  the  inducement  for  maintenance  of  quality.  The  merchant's 
business  is  by  its  very  nature  one  from  which  it  is  comparativdy 
easy  to  withdraw.  The  manufacturer,  on  the  other  hand,  is  com- 
mitted to  large  investment  in  plant.  On  general  prindples  the 
trade-^ark  system  might  be  expected  to  work  out  its  best  results 
if  its  use  were  limited  to  those  who  really  made  tiie  goods  and  f  dt 
the  sobering  influence  of  heavy  permanent  investment.  The  manu- 
facturer who  puts  on  his  goods  any  and  every  kind  of  triMle-mark 
which  a  jobber  may  ask,  will  scamp  the  goods  as  much  as  that 
jobber  directs;  while  the  latter,  easily  able  to  withdraw  from  ar- 
raagtaients  tiiat  he  finds  unproAtaUe,  feels  no  suob  ^respoiiiiblli^ 
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and  no  such  inducement  as  he  would  if  he  had  to  ^stand  by^  the 
goods  for  a  definite  period.  I  would  not  undertake  to  dogmatiie 
on  this  matter.  Some  jobber's  brands  have  been  long  maintained, 
and  have  proved  themselves  trustworthy  certificates  of  good  qual- 
ity. Others  have  been  worthless  to  tiie  consmners  and  demoralii- 
ing  to  the  trade.  The  problem  would  seem  a  fit  one  for  systematic 
inquiry  by  such  a  body  as  the  Department  of  Commerce  or  the 
Federal  Trade  Commission.  I  refer  to  it  only  by  way  of  illustrat- 
ing the  relation  between  trade-marks  and  quality  of  goods,  and 
the  way  in  which  the  public  has  a  real  concern  in  the  process  of 
having  goods  'identified." 

What  now  is  the  public  interest  as  regards  the  otiier  side  of  the 
situation  as  we  have  analyzed  it, — ^the  marketing  side?  The  manu- 
facturer, to  repeat,  is  imder  strong  pressure  to  accept  and  evoi 
to  sustain  the  existing  system  of  distributing  goods.  He  finds  it 
good  business  policy  to  cooperate  with  jobbers  and  retailers  by 
maintaining  their  traditional  margins  of  profit.  Is  ihere  any 
reason  why  he  should  or  should  not  be  allowed  to  do  so? 

On  this  score  it  is  often  argued  that  the  cutting  of  prices  by 
retailers  is  deceitful  or  fraudulent.  The  customer,  we  are  tdd, 
does  not  really  gain.  The  identified  and  well-known  articles  are 
used  as  "leaders,** — ^mere  bait  to  lure  the  purchaser.  The  price 
cutter  makes  up  for  ihe  low  prices  of  these  by  higher  prices  on 
others,  whose  quality  or  ''fair"  price  is  not  readily  ascertainable. 
T%e  ordinary  purchaser,  we  are  told,  is  a  most  gullible  perscm; 
the  shopkeeper  can  turn  him  about  very  much  as  he  pleases ;  it  is 
said  to  be  to  his  permanent  interest  that  the  shopkeeper  should  be 
held  strictly  to  selling  him  a  good  article  at  a  steady,  reasonable 
price. 

This  goes  back  in  part  to  the  question  already  considered, — how 
far  the  purchaser  is  gullible,  how  far  and  how  long  the  retailer 
really  is  able  to  deceive  him,  whether  he  is  to  be  left  to  learn  for 
himself,  in  what  way  honest  dealing  is  best  promoted.  Legisla- 
tion may  possibly  be  devised  for  the  prevention  of  competition 
really  predatory  in  character, — competition  deliberately  designed 
to  mislead  the  purchaser  by  offering  low  prices  on  one  article  with  the 
intent  to  make  up  a  loss  through  higher  prices  on  others.  Similarly 
it  is  conceivable  that  we  may  enact  laws— after  the  Grerman  pat- 
tern— against  deliberately  mendacious  advertising.  To  frame  laws 
OB  matters  of  this  kind  is  a  most  delicate  and  difficult  task ;  to  ad- 
•mitdster  them  with  effect  is  even  more  difficult.    Probably  we  shall 
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have  to  content  ourselves  with  the  condusion  (or  assumption?) 
that  the  ordinary  purchaser  is  not  endlessly  gullible,  that  the  pred- 
atory dealer  is  likely  to  overreach  himself  in  the  end,  that  honest 
business  pays  on  the  whole ;  and,  on  tiie  other  hand,  must  face  the 
certainty  that  so  long  as  we  maintain  an  industrial  order  resting 
on  liberty  in  getting  and  spending,  some  remnant  of  shady  deal- 
ings will  inevitably  persist.  But  all  such  speculation  suggests 
once  more  that  the  remedy  for  the  evils  should  be  taken  up  by 
public  authority,  not  put  into  tiie  hands  of  the  manufacturers  and 
retailers  through  a  system  of  price  prescription.  Thej  are  after 
all  interested  parties,  and  a  system  of  prescription  by  interested 
parties  is  objectionable. 

I  have  suggested  that  the  regulation  of  ^^imfair"  competition 
should  be  by  public  authority.  It  may  be  further  suggested  that 
here  is  again  a  topic  on  which  investigation  by  public  authority 
might  clear  the  situation.  Is  it  usually  true  that  tiie  price  cutter 
makes  up  for  the  low  prices  which  he  parades  on  the  well-known 
identified  articles  by  higher  prices  on  others?  Or  does  he  get  the 
same  prices  (the  usual  retail  prices)  on  tiie  other  goods,  and  thus 
give  the  purchaser  a  net  gain?  Is  his  advertising  of  cut  prices 
deliberately  deceitful?  Now  on  a  matter  of  this  sort  we  are  usu- 
ally told — and  I  think  witii  truth  as  well  as  witii  sincerity — that 
on  the  whole  dishonest  business  and  mendacious  advertising  do 
not  pay.  Advertising  in  general  is  said  to  be  a  means  of  giving 
information  to  the  purchaser,  not  of  defrauding  him.  This  is 
doubtless  the  case  with  most  advertising  of  identified  goods.  It 
is  probably  no  less  true  that  the  advertising  by  the  price  cutter 
conforms  to  the  rule  that  it  is  honest  business  that  pays  in  the 
long  run.  On  such  general  grounds  it  may  be  maintained  that  he 
does  not  ordinarily  outwit  or  defraud  the  purchaser;  he  attracts 
custom,  enlarges  his  scale  of  operations,  and  brings  down  his  over- 
head charges.  But  this  is  a  question  on  which  we  are  much  in 
need  of  further  data.  Detailed  specific  study  of  retail  methods, 
of  costs  and  prices  in  different  kinds  of  establishments,  would 
throw  light  on  it.  To  repeat,  our  new  government  agencies — ^the 
Federal  Trade  Commission  or  the  Department  of  Commerce — 
might  advantageously  take  it  up  for  systematic  inquiry. 

It  will  not  be  seriously  contended,  however,  that  the  general  at- 
titude of  business  men  is  based  primarily  on  their  concern  for 
honest  retail  trading  and  for  the  consumer's  protection.  That 
concern  no  doubt  is  genuine ;  but  it  would  be  an  obvious  exagger- 
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ation  to  describe  it  as  the  main  force  behind  the  opposition  to 
price  cutting.  Much  more  important,  in  my  judgment,  is  the 
reluctance  to  admit  a  disturbance  of  familiar  and  settled  arrange- 
ments. In  this  regard  the  position  of  the  manufacturer  most  be 
admitted  to  be  difficult.  He  is  confronted  with  a  condition,  and  is 
not  imnaturally  impatient  of  theory.  The  mercantile  middlemen — 
the  jobbers  and  the  retail  dealers — are  at  odds  among  themselves, 
and  their  coniUcts  react  on  the  manufacturer.  The  great  ma- 
jority of  them,  both  wholesalers  and  retailers,  are  at  heart  opposed 
to  price  cutting,  and  give  their  support  most  wiUingly  to  the  manu- 
facturer who  joins  with  them  in  endeavoring  to  prevent  it. 

The  merchants  of  both  classes  are  disposed  to  believe  tiiat  the 
methods  of  business  to  which  they  have  adjusted  themselves  are 
good  and  right,  are  difficult  to  improve,  and  should  not  be  dis- 
turbed. They  are  disposed  to  believe,  too,  that  their  sources  of 
gain  are  but  moderate,  and  if  changed  at  all  should  be  enlarged 
rather  than  diminished.  This  attitude  is  not  at  all  singular.  Law- 
yers and  judges  believe  that  the  law's  delays,  so  irritating  to  the 
layman,  are  essential  for  the  due  administration  of  justice;  and 
they  believe  that  legal  fees  and  expenses  are  no  more  than  reason- 
able. Professors  resent  with  indignation  any  "efficiency  inquiries" 
concerning  their  working  routine ;  and  opinion  in  academic  circles, 
it  need  not  be  said,  is  imanimous  that  tiie  pay  in  this  occui>ation 
is  quite  unreasonably  low.  Similarly  the  great  mass  of  merclmnts 
are  united  in  a  consensus  of  opinion  that  their  existing  methods 
are  as  well  devised  as  is  possible,  and  that  current  profits  are  no 
more  than  reasonable.  Innovators  are  believed  to  be  engaged  in 
improper  or  illegitimate  business.  For  example,  the  jobbers,  and 
not  infrequently  manufacurers  also,  have  maintained  that  the 
large  retail  stores  and  the  mail-order  houses  are  not  entitled  to 
buy  directly  from  the  manufacturers  at  manufacturers'  prices,  be- 
cause these  are  not  jobbers  and  have  no  "right"  to  be  treated  as 
jobbers.  And  similarly  the  retailer  who  cuts  a  price  is  said  to  be 
selling  at  less  than  a  "fair"  price;  he  cannot  possibly  do  it  at  a 
"fair"  profit ;  it  is  not  a  legitimate  way  of  doing  business.  The 
opposition  to  price  cutting  is  very  largely,  if  not  mainly,  opposi- 
tion to  disturbers  and  innovators. 

Now  the  traditional  ways  of  distributing  goods  are  in  a  stage  of 
fiux  and  transition.  One  of  the  things  borne  in  on  us  by  the  busi- 
ness studies  and  statistical  researches  of  recent  years  is  that  the 
process  of  getting  goods  from  manufacturer  and  grower  to  con- 
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sumer  is  extremely  costly.  The  spread  between  the  price  received 
by  the  prime  producer  and  that  paid  by  the  consumer  is  astonish- 
ingly large.  Various  experiments  are  on  trial  for  lessening  it.  Co- 
operative shopkeeping,  heralded  in  earlier  days  as  a  saving  means 
of  social  salvation,  then  pooh-jioohed  for  a  period  as  inconsequen- 
tial, is  coming  again  to  be  considered  with  respect  as  <me  among 
possible  devices  for  ^^owering  the  cost  of  living.''  Another  form 
of  cooperation, — cooperative  selling  by  agricultural  producers, — 
is  expected  by  some  careful  observers  to  enable  the  growers  to  dis- 
pense, at  least  in  some  degree,  with  jobbers  and  commission  mer- 
chants. The  parcels  post, — a  blessed  boon,  whatever  errors  may 
have  attended  its  initial  stages, — ^will  have  larger  and  larger  effects 
on  shopping  methods  and  selling  metiiods.  The  department  store 
grows  apace.  The  chain  store  plan  has  its  successes  and  its  possi- 
bilities. Mail-order  business  seems  to  be  in  that  early  phase  of  an 
industrial  improvement  in  which  the  pioneers  reap  unusual  profits. 
T%e  inquiries  made  by  the  Department  of  Agriculture  on  the 
market  distribution  of  some  articles  of  food  may  point  the  way  to 
a  better  organization ;  and  the  same  is  true  of  the  systematic  in- 
quiries on  retail  accounting  and  retail  selling  conducted  by  the 
Harvard  Bureau  of  Business  Research.  In  every  direction  are 
innovations,  investigations,  and  experiments. 

What  will  finally  come  of  all  this,  it  would  be  rash  to  predict. 
The  joU>er  may  remain;  the  country  storekee]>er  is  not  likely  to 
disappear;  retailing  on  a  modest  scale  has  shown  a  tenacious  vital- 
ity in  face  of  the  attacks  of  the  department  store.  There  is  no 
possibility  of  saying  in  advance  just  what  the  situation  will  be  a 
quarter  century  or  half  century  from  now.  But  the  only  promis- 
ing way  of  getting  a  more  effective  distributing  process  is  to  let 
any  and  every  experiment  be  tried  by  any  one  who  thinks  he  can 
do  the  thing  more  cheaply.  And  this  would  seem  to  be  a  decisive 
reason  against  encouraging  the  fixed-price  system.  It  stands  in 
the  way  of  the  experimenter.  As  regards  the  spread  between  pro- 
ducer and  consumer,  it  looks  to  the  maintenance  of  the  status  quo. 

One  cannot  but  feel  sympathy  for  the  manufacturer  who  urges 
that  he  is  not  directly  concerned  with  the  profits  of  retailers  or 
personally  disposed  to  sustain  existing  w^ys.  The  present  market- 
ing arrangements  have  not  been  made  by  him ;  they  are  sknply  ac- 
cepted as  they  are,  and  the  price  determinations  are  allowed  to 
fit  into  them.  This  position,  it  must  be  said,  is  not  often  taken 
overtly.     The  supposed  protection  of  the  purebaser  agMQst  tiie 
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^Mishonest"  or  ^^unfair"  retailer  bulks  more  conspicaouBly  in  the 
current  arguments  for  price  fixing.  But  I  suspect  that  frequently 
the  manufacturers  say  to  themselves  that  after  all  this  ia  in  the 
main  not  their  affair;  it  is  chiefly  a  matter  of  internecine  struggle 
between  retailers  and  joiybers,  from  whidi  the  prime  producers 
simply  wish  to  extricate  themselves  without  damage.  The  motives 
which  influence  men  are  often  obscure  to  themselves ;  nor  are  they 
to  be  accused  of  insincerity  if  their  own  version  of  reasons  and 
motives  is  not  accepted  without  reservation.  At  all  events,  I  can 
imagine  that  a  manufacturer  for  whom  the  marketing  difficulty  is 
serious  should  be  at  bottom  indifferent  about  the  price  at  which 
the  retailer  sells  his  goods,  and  yet  should  fed  himself  compelled 
to  take  a  hand  in  regulating  it;  half  conscious  all  the  while  that 
he  is  bolstering  up  a  system  whose  general  serviceableness  is 
doubtful. 

I  am  boimd  to  say  that  all  the  evidence  we  have  indicates  that 
the  heavy  spread  which  obtains  in  market  distributioYi  is  not  likely 
to  be  much  reduced.  Large  as  it  is,  it  seems  to  be  in  the  main 
inevitable.  The  fraction  which  the  shrewdest  and  most  energetic 
endeavor  can  lop  off  is  after  all  a  comparatively  small  one.  The 
greatest  constituent  in  it  is  the  retailer's  spread, — the  gap  between 
retailer's  buying  price  and  selling  price.  Under  existing  habits 
and  traditions  it  is  not  probable  that  any  device, — department 
store  or  cut-price  store  or  cooperative  society, — ^will  cause  this  to 
be  very  much  lowered.  I  say,  under  existing  habits  and  traditions. 
If  we  were  willing  to  change  our  accustomed  free  and  easy  ways,  the 
possibilities  of  saving  would  be  considerable.  Imagine,  for  ex- 
ample, that  every  one  intending  to  buy  a  pair  of  shoes  or  a  suit 
of  clothes  were  called  on  to  send  notice  of  his  proposed  purchase  a 
week  or  two  in  advance,  to  give  a  preliminary  account  of  the  thing 
wanted,  and  then  to  accept  an  appointment  for  a  stated  place  and 
time  at  which  the  purchase  must  be  made.  It  is  easy  to  see  how 
the  work  of  retailing  could  be  systematized,  how  the  selling  force 
could  be  kept  constantly  employed,  how  stocks  could  be  kept 
to  the  minimum.  As  things  now  stand,  we  pay  heavily  for  the 
privilege  of  freedom  in  the  use  of  our  time,  for  vacillation  and 
choice,  for  the  maintenance  of  a  stock  and  a  staff  adequate  for  aU 
tastes  and  all  emergencies.  It  is  common  to  speak  of  the  waste 
of  competition ;  much  of  it  is  in  reality  the  waste  necessarily  in- 
volved in  liberty.  Almost  any  shop  could  make  marked  savings 
and  reduce  its  prices  considerably  by  such  simple  methods  as  dis- 
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pensing  with  delivery  and  insisting  rigidly  on  cash  payment:  let 
the  customer  pay  on  the  spot  and  carry  his  goods  home  with  him. 
Yet  it  seems  impossible,  even  in  the  poorest  quarters,  for  such  a 
shop  to  hold  its  own  against  competitors  more  expensive  but  more 
complaisant.  A  well  organized  socialist  state  could  manage  all 
these  things  mudi  more  effectively  and  economically.  But !  in  any 
socialist  state,  however  well  organized,  the  individual  would  have 
to  take  those  goods  which  were  put  on  sale,  and  to  take  them  at 
such  time  and  place  as  seemed  good  to  the  managers,  and  in  such 
quarters  as  they  designated,  with  no  opportunity  of  turning 
to  some  one  else  whose  terms  and  methods  might  be  preferred. 
One  could  digress  at  length  on  these  topics ;  nor  do  I  wish  to  com- 
mit myself  to  the  conclusion  that  a  more  taut  €uid  shipshape  or- 
ganization necessarily  would  mean  a  net  deduction  from  the  siun  of 
hiunan  happiness.  I  only  note  that  the  present  system,  anarchic 
and  ill-adjusted  as  it  may  be,  does  give  a  freedom  of  choice  which 
men  (and  women)  seem  to  prize  highly,  and  that  it  entails  all  the 
expense  of  that  liberty. 

For  these  reasons,  further,  the  matter  of  price  maintenance  and 
price  freedom  does  not  seem  to  me  of  the  first  importance.  The 
difference  in  expense  to  the  public  between  the  fixed-price  plan  end 
the  price-free  plan  is  probably  not  considerable.  It  is  entirely 
true,  as  the  advocates  of  the  former  insist,  that  competition  would 
remain  in  effect  between  the  various  identified  and  price-maintained 
articles,  and  that  if  one  maker  of  garters  (say)  should  fix  his 
retail  price  so  high  as  to  enable  him  to  reap  great  profits,  a  rival 
would  come  in  with  another  brand  at  a  lower  price  even  though 
also  fixed.  The  problem, — ^to  repeat  what  I  said  at  the  outset, — is 
quite  a  different  one  from  the  trust  and  monopoly  problem.  It  is 
essentially  that  of  the  method  by  which  market  distribution  shall 
be  carried  out,  and  of  the  extent  to  which  we  shall  enlist  competi- 
tive freedom  for  cheapening  the  methods  of  distribution.  These 
methods  are  exi>ensive,  and  they  seem  to  be  inevitably  expensive. 
Yet  the  circumstance  that  the  process  is  necessarily  dear  is  no 
reason  why  it  should  be  kept  just  as  it  is,  or  why  we  should  stand 
in  the  way  of  endeavors  to  make  it  less  dear.  There  is  no  indica- 
tion of  any  revolutionary  overturn ;  perhaps  the  most  far-reaching 
change  in  sight  is  the  partial  elimination  of  the  joU)er.  All  we  can 
exi>ect  is  a  constant  exi>erimenting,  a  steady  nibbling  of  expenses, 
a  slow  and  irregular  narrowing  of  the  spread.  This  much  is  worth 
while,   even   though  no   more   magical   in   its  effects   than   any 
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other  of  the  devices  which  woi])d  lower  at  once  the  cost  of  living. 
Half  a  loaf  is  better  than  no  l^ead. 

My  condusum  is  that  the  case  in  favor  of  price  maintenance  ii 
not  made  out«  There  is  no  pidUic  gain  from  giving  an  artide  an 
outward  appuitenance  of  special  merit.  There  is  still  less  a  p«ddic 
gain  from  compelling  retail  dealings  to  be  conducted  in  the  good 
old  way  and  at  the  good  old  expense.  The  price-ftdng  system 
would  not  indeed  seem  to  be  so  dangerous  as  to  call  for  penal 
treatment;  it  does  not  portend  such  large  social  and  economic  diffi- 
culties as  the  monopoly  and  trust.  The  commcm-law  mode  of  deal- 
ing with  contracts  in  restraint  of  trade  suffices.  Treat  the  ar- 
rangements as  contracts  of  this  kind,  not  criminal  in  their  nature 
and  not  to  be  hounded  down,  but  unenforceable  in  the  courts.  Let 
the  retailer  sell  as  he  sees  fit,  and  continue  to  trust  in  the  efficacy 
of  competition  for  cheapening  the  methods  of  distriiiution,  and  in 
the  good  sense  of  the  purchasing  public  for  assuring  to  than  goods 
of  the  kind  they  really  want,  and  at  prices  which  are  really 
advantageous. 


PRICE  MAINTENANCE— DISCUSSION 
L.  H.  Hanet:  At  the  outset  I  mast  qaestton  the  implication  that 
price  muntenance  would  mean  a  maintCDance  of  the  exiating  system 
of  marketing.  The  plan  of  legally- maintained  prices,  or  of  legally  for- 
bidden price  cutting,  is  an  adjunct  to  the  relatively  recent  increase  In 
advertised  "identified"  goods,  and  it  is  aeeldng  to  gain  acceptance  under 
the  guise  of  the  new  tendency  to  recognize  various  restraints  of  trade 
as  reasonable.  Surely,  to  insure  a  given  spread  of  profits  to  the  same 
old  classes  of  business  men  is  not  to  insure  that  these  men  will  condact 
their  business  in  the  same  old  way.  Making  due  allowance  for  excep- 
tions, the  existing  system  is  charscterixed  by  the  prevalence  of  respon- 
sible retail  entrepreneurs,  and  by  the  general  acceptance  of  the  com- 
petitive ideal.  Price  maintenance  would,  where  applied,  take  away 
from  marketing  all  but  the  form  of  entrepreneurial  activity,  and  it 
would  remove  an  essential  element  in  competition.  As  a  rule,  "identi- 
fied" goods,  such  as  Dr.  Miles's  "remedies,"  are  actually  sold,  title 
passing  to  the  dealers,  and  the  jobber  or  retailer  runs,  or  may  have  to 
run,  all  the  risks  of  not  disposing  of  them  at  a  profit.  Indeed,  what 
the  price-maintenance  people  are  asking  is  to  retain  the  form  of  the 
middleman  system,  while  themselves  absorbing  a  large  part  of  the 
middleman's  job  and  profits.  The  manufacturer  is  to  determine  quality 
and  price  and  middleman's  profit,  and  is  to  provide  the  advertising 
campaign.  Tfaen  the  retailer  is  to  buy  such  a  quantity  as  he  desires,  or 
as  the  manufacturer  persuades  him  be  can  sell,  and  is  to  take  his  chances 
on  being  able  to  dispose  of  it  at  the  price  fixed  and  maintained  by  the 
manufacturer.  (Of  course  this  eliminates  price  competition  among 
retailers.)  All  this  would  tend  to  reduce  the  importance  of  the  business 
establishment  as  a  unit  and  of  business-unit  competition;  for  retailers 
would  not  be  free  to  treat  the  various  items  of  their  stocks  as  aggregate 
units.  If  they  desire  to  sell  out  at  reduced  rates  a  line  judged  leas 
profitable  than  another,  or  if  they  desire  to  adopt  the  "leader"  poliC7, 
they  are  estopped  by  the  law. 

Again,  price  maintenance  would  seriously  hamper  the  working  of  coat 
forces.  To  sell  at  one  price,  regardless  of  shipping  charges  or  volume 
of  business,  may  be  profitable  to  the  advertiser,  but  it  is  not  good  social 
economy.  Mr.  Ford  has  been  lauded  for  refusing  to  make  reduced 
rates  on  large  orders  from  Europe,  and  the  Kellogg  people  have  laid 
their  wares  down  at  all  points  at  one  price,  themselves  absorbing  ship- 
ping charges.  This  gives  the  manufacturer  greater  power  to  diacrim* 
inate  against  nearby  points  and  large  buyers  by  maintaining  a  flat  price. 
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Suppose  that  the  price-maintenance  system  were  generalised^ — an 
excellent  test  for  bringing  out  incompatibility  between  individual  and 
social  interests.  The  following  situation  wouU  arise:  All  products 
would  be  identified  (as  to  package  or  contained,  at  least),  and  all  would 
be  advertised  and  sold  under  some  trade  name  or  brand.  All  would 
bear  prices  named  by  the  manufacturer  or  some  producer  in  the  early 
stages.  As  a  result,  marketing  would  be  dominated  by  the  manufac- 
turer, who  would  do  the  advertising  and  name  the  price  to  the  consumer; 
and  retailers  and  jobbers  would  become  mere  joint  agents,  distributing 
their  products  for  various  manufacturers  at  fixed  rates  of  commission. 
Business-unit  competition  would  be  reduced,  and  manufacturers  would 
be  encouraged  to  collect  differentials  from  near  points  and  large  buyers. 

As  to  the  kind  of  competition  that  would  remain,  the  advocates  of 
price  maintenance  do  protest  much  that  it  would  not  be  decreased. 
A  letter  sent  out  by  the  so-called  American  Fair  Trade  League  says: 
"The  truth  is  that  a  uniform  price  on  a  standard  article  direcUy  encour- 
ages the  kind  of  competition  most  valuable  to  the  public.  It  invariably 
forces  other  manufacturers  to  compete  in  quality  for  the  consumer's 
favor.  .  .  ."  You  will  note  that  the  League  is  able  to  distinguish 
different  brands  of  competition  and  to  pick  out  just  the  one  most 
valuable  to  the  public.  But  I  would  call  attention  to  the  false  notion  of 
competition  implied  in  the  foregoing  statement.  Competition  can 
hardly  mean  m.'uch  unless  it  embraces  both  quality  and  price;  for 
quality  and  price  themselves  mean  little  unless  taken  together.  'Trice" 
means  nothing  except  as  the  amount  paid  for  a  definite  quantity  of  a 
definite  quality  of  a  good;  a  quality  is  economically  unimportant 
except  as  associated  with  price  per  measurable  unit.  What  do  the 
superfine  qualities  of  Cuticura  soap  or  Gillette  rasors  mean  aside 
from  cost  per  piece  ?  Competition  that  does  not  work  for  an  adjustment 
in  and  between  both  elements  in  the  exchange  is  partial  and  imperfect 
Assuming  that  in  some  abstract  way  quality  would  be  secured  by  such 
competition,  we  should  have  no  guarantee  of  economy. 

Not  only  would  such  competition  be  incomplete,  but,  as  a  moment's 
reflection  upon  railways,  drugs,  and  cigars  will  show,  we  can  not 
count  upon  competition  in  quality  to  insure  even  quality, — any  more 
than  we  can  count  upon  competition  in  general  to  insure  fair  rates. 
After  years  of  competition  in  service  alone,  the  railways  have  to  be 
compelled  to  be  cleanly,  safe,  punctual,  and  convenient.  Does  anyone 
here  believe  that  Peruna  and  Cuticura  will  do  what  they  are  identified 
as  claiming  to  do^  Does  the  normal  course  of  quality  in  cigars  not 
remind  us  of  the  Roman  Empire?    It  is  specious  to  point  to  poor  or 
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adulterated  goods  sold  in  bulk  for  the  purpose  of  concluding  that  trade- 
marks and  maintained  prices  are  the  remedy. 

The  fact  is  that  the  proposed  system  takes  the  emphasis  off  quality 
and  puts  it  on  advertising  and  salesmanship.  To  fix  a  legally  enforce- 
able price  as  a  means  of  securing  quality  is  to  invite  the  policy  of  put- 
ting the  price  as  high  as  the  "traffic  will  bear"  and  of  advertising 
heavily  to  turn  the  stock  over  at  that  price;  while  quality^  after  all^ 
remains  at  the  mercy  of  commercial  exigencies.  This  attempt  to  make 
quality  depend  upon  price  gets  the  cart  before  the  horse.  The 
logical  way  to  maintain  quality  is  to  make  price  depend  upon  quality^ 
making  quality  the  means  of  securing  sales.  In  this  way^  the  price 
is  necessarily  related  to  the  character  of  the  good. 

The  old  cracker-barrel  system  of  retailing  obviously  falls  short  in 
that  it  leaves  too  much  to  the  consumer^  and  the  connection  between 
quality  and  price  can  be  too  easily  broken  by  the  careless  or  dishonest 
retailer.  The  new  sanitary-package  system  leaves  too  much  to  the 
wiles  of  the  advertiser  and  to  the  honesty  and  care  of  the  manufacturer. 
Neither  system  is  safe.  Professor  Taussig  indicates  the  wise  course: 
In  case  of  goods  that  are  vitally  essential  to  society^  we  cannot  trust 
quality  to  the  vicissitudes  of  competition  at  all.  Here  is  the  proper 
sphere  of  pure  food  regulation.  For  the  rest^  the  system  which,  whUe 
giving  him  the  fairest  chance  to  compare  qualitif  with  price,  throws  the 
responsibility  upon  the  buyer,  is,  in  my  judgment,  best.  Because  of 
the  abuse  of  advertising  which  it  is  apt  to  bring,  I  am  inclined  to  think 
that  the  price-maintenance  system  is  not  the  best. 

The  great  change  in  the  old  system  of  marketing  is  due  to  the  devel- 
opment of  advertising,  a  fact  which  is  illustrated  by  the  solicitude  of 
the  manufacturers  concerning  the  maintenance  of  retail  prices.  I 
would  even  go  so  far  as  to  say  that  it  is  not  the  manufacturers,  as  such, 
but  rather  the  advertisers,  who  are  back  of  the  Stevens  Bill  and  the 
propaganda  for  the  protected  price  system.  There  is  no  lively  interest 
in  maintaining  prices  in  general,  but  only  the  particular  prices  of  cer- 
tain "identified"  goods,  and  these  goods  have  been  identified  only  by 
means  of  advertising.  Merely  to  register  a  trade-mark  is  but  to  create 
a  potentiality,  and  the  value  depends  upon  the  publicity  that  is  given. 
More  than  this,  the  process  of  maintaining  prices  would  depend  upon 
the  activity  of  the  producer  in  creating  and  maintaining  a  demand 
sufficient  to  sell  his  wares  at  the  price  fixed,  i.e.,  upon  advertising.  Vice 
versa,  the  legaliiation  of  price  maintenance  would  give  a  great  incentive 
to  advertising,  both  intensive  and  extensive,  by  making  the  prise  of 
the  successful  advertiser  greater  and  more  secure. 
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To  my  mind^  the  whole  propaganda  under  discussion  begins  and 
ends  in  a  veritable  apotheosis  of  advertising.  It  is  essentially  connected 
witii  the  idea  that  anyone  can  take  anything,  calling  it  any  name, — 
from  Zn  Zn  to  Dr.  Pierce's  Favorite  Prescription^ — and  by  continuoiis 
repetition  and  suggestion  so  work  upon  the  "public"  as  to  "create  « 
demand/' — ^so  the  cant  phrases  run.  Then  the  advertiser  is  to  be  guar- 
anteed a  vested  interest  in  that  demand. 

If  you  assume  "identified"  articles  and  the  power  of  advertising,  and 
if  you  grant  power  to  the  manufacturer  to  fix  a  price  and  to  control  the 
dealers'  margins,  then  you  have  a  situation  which  amounts  to  govern- 
ment guarantee  of  profits  on  advertising. 

It  is  argued  that  the  manufacturers  of  the  Perunas,  Spirellas^  Cuti- 
curas,  Victrolas^  Uneedas^  Wrigleys^  Schlitas,  Sanatogens,  IngersoUs, 
Duffeys^  etc.^  have  spent  hundreds  of  thousands  of  dollars  in  advertis- 
ing campaigns  and  have  really  done  their  own  selling;  that  it  is  unfair 
to  allow  another  to  cut  the  prices  they  have  made,  and  deprive  them  of 
their  markets.  This  argument  I. believe  to  be  unsound  for  two  rea- 
sons. In  the  first  place,  I  do  not  think  that  a  really  good  thing  is 
ever  seriously  hurt  by  price  cutting.  The  baneful  effects  of  price 
cutting  lie  largely  in  the  minds  of  those  whose  goods  are  known  by  their 
advertised  rather  than  their  real  virtues.  Does  anyone  think  the  less  of 
listerine,  or  Colgate's,  or  his  Ing^rsoll  watch,  because  he  got  them  at  a 
bargain.^  It  is  the  overrated  product  that  suffers.  For  example,  not 
long  ago  there  appeared  in  Everybody's  Magazine  a  series  of  articles 
on  "Better  Business,"  in  one  of  which  the  sad  fate  of  Cosmo  Buttermilk 
Soap  was  bewailed  at  length.  Its  fair  fame,  "built  up"  by  advertising 
exaggeration,  had  been  damaged  by  making  it  a  "leader"  at  the  depart- 
ment stores,  nor  could  all  the  king's  horses  and  men  rebuild  it.  Does 
one  need  to  ask  why?  You  scarcely  require  to  be  reminded  that  it  was 
"Sanatogen"  which  was  involved  in  the  recent  Bauer  Chemical  Com- 
pany case.  Sanatogen  is  a  much-advertised  product.  Its  merits  have 
probably  been  grossly  overrated.  These  cases  make  one  wonder  if  it 
is  not  generally  that  part  of  the  price  that  is  puffed  up  by  means  of 
advertising  that  is  hurt  by  the  cutting. 

In  the  second  place,  even  if  good  thidgs  might  be  injured,  it  seems  to 
me  that  there  is  nothing  in  the  motive  nor  the  final  result  of  the  price 
cutter's  activity  to  warrant  the  interference  of  the  state.  But  Professor 
Taussig's  paper  covers  this  point. 

In  any  case,  the  argument  proves  too  much.  The  secretary  of  the 
Fair  Trade  League,  in  a  letter  already  referred  to,  says:  "The  con- 
fusion of  the  consumer  by  the  destruction  of  standards  of  value  permits 


Price  Maintenance — Ducu»9ion  189 

every  sort  of  public  exploitatioii  and  deception  through  dishonest  ad- 
vertising." But  what  assurance  have  we  that  the  mannfactorer's  adver- 
tisements will  be  more  honest?  If  the  public  is  so  easily  duped  by 
the  price  cutter  as  the  argument  implies^  how  much  more  helpless  will 
they  be  before  the  subtle  suggestion  of  the  price  maintainer's  advertising 
expert.  Surely  we  could  not  intrust  them  to  a  system  in  which  advertis- 
ers controlled  the  selling  price  and  the  quality  of  the  things  that  they 
advertised.  Or^  if  the  public  is  not  so  gullible  as  implied^  then  they  do 
not  need  the  protection  which  the  price  maintainers  are  so  eager  to 
extend  to  them. 

Before  passing  to  a  brief  summary,  allow  me  to  observe  that  in  my 
economy  based  upon  free  valuation  and  choice  by  individuals,  it  is 
essential  that  the  individual  be  given  a  chance  to  choose  intelligentiy. 
This  is  a  part  of  the  ideal  of  equal  opportunity.  It  is  blind  folly 
to  prate  about  individual  rights  and  mean  the  right  to  be  defrauded 
by  "inside"  manipulators  and  by  patent-medidne  ghouls.  Pure  adver- 
tising is  not  restriction;  it  frees  the  masses  to  choose  on  the  basis  of 
truth.  Perhaps  the  most  serious  error  in  this  much-beclouded  issue  is 
the  assumption  that  "manufacturers  who  have  spent  much  time  and 
large  sums  of  money  to  establish  favorable  reputations  for  products 
bearing  their  names,  or  trade  names,  positively  cannot  afford  to  mis- 
represent their  goods  to  the  public  or  allow  their  lines  to  fall  below 
the  standards  they  have  established."^  There  will  always  be  a  new 
name  to  try;  there  will  always  be  a  new  generation;  there  will  always 
be  the  ignorant.  We  know  that  one  way  to  make  money  is  to  shift  con- 
tinuously from  one  brand  to  another,  wrecking  each  in  turn. 

I  can  best  sum  up  the  case  by  stating  that  from  the  standpoint  of 
public  policy  two  main  arguments  are  made  in  favor  of  price  mainte- 
nance: (1)  that  it  is  a  means  of  securing  better  quality,  and  (2)  that  it 
is  desirable  as  a  piece  of  justice  to  manufacturers  who  are  liable  to  lose 
markets  through  price  cutting. 

1.  As  to  the  quality  argument:  (a)  The  government  is  asked  to  back 
the  measure,  which  raises  the  question,  would  it  be  wise  for  the  state  to 
take  upon  itself  the  maintenance  of  quality?  This  is  more  than  doubt- 
ful; but,  waiving  this  point,  (b)  would  the  best  way  to  maintain 
quality — ^whether  by  the  government  or  not — ^be  to  allow  private  busi- 
ness men  to  control  marketing  by  fixing  prices  for  other  business  men? 
My  conclusion  is  that,  if  such  a  policy  were  generalized,  we  should  be 
forced  to  resort  to  regulation  to  insure  a  relation  between  quality  and 
price,  (c)  Therefore,  the  best  way  to  get  quality  is  the  direct  way, 
which  means,  first,  effective  pure-^ood  and  drug  legislation;  second, 

^Holkmd^i  Magmime,  Oct,  1916. 
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pure  advertising;  and^  thirds  pure  trade-marks.  I  believe  that  the  last 
two  come  to  the  same  things  and  that  pnre  advertising  is  both  more 
fundamental  and  more  feasible.  It  would  take  away  from  the  socially 
undesirable  trade-marks  the  chance  to  prosper. 

2,  As  to  the  justice  of  protecting  manufacturers:  In  my  judgment* 
one  would  be  safe  in  challenging  anyone  to  produce  a  single  case  in 
which  a  socially  desirable  good  that  sells  on  its  merits  has  had  its 
market  seriously  damaged  by  price  cutting. 

W.  F.  Gephart:  Modern  industrial  society  has  become  so  complex, 
and  individual  business  welfare  so  dependent  upon  the  conduct  of 
others^  that  the  political  organization  of  society  is  being  constantly 
called  upon  to  aid  in  securing  ends  for  a  particular  g^ap  which  that 
61ass  often  sincerely  conceives  to  be  for  the  public  welfare. 

There  is  great  temptation,  therefore,  to  assign  an  efficacy  to  govern- 
mental activity  which  it  does  not  possess,  either  because  of  the  nature 
of  political  institutions  or  because  of  the  character  of  the  phenomena 
which  is  sought  to  be  controlled.  This  is  especially  true  of  govern- 
mental activity  in  relation  to  economic  affairs,  and  nothing  is  more 
common  than  the  failure  of  statutory  law  enacted  in  opposition  to 
economic  principles.  This  I  conceive  to  be  very  largely  the  situation 
in  respect  to  the  proposal  to  enact  a  law  which  according  to  its  pro- 
visions permits  "any  producer,  grower,  manufacturer,  or  owner  under 
trade-mark  or  special  brand  to  prescribe  the  sole  uniform  price  at 
which  each  article  may  be  resold." 

The  question  has  arisen  largely  on  account  of  two  developments: 
first,  the  losses  which  have  resulted  from  the  excessive  competition 
in  the  selling  of  goods ;  and,  second,  the  enormous  increase  in  the  num- 
ber of  specialties  which  by  an  extensive  development  of  advertising 
have  found  a  large  market. 

The  evils  of  a  competitive  system  in  the  production  and  sale  of 
goods  are  easily  recognized  by  every  student  of  economics.  But  what 
Is  not  so  apparent  is  the  beneficent  effect  of  such  a  system.  Failures 
of  manufacturers,  merchants,  and  business  firms  are  duly  catalogued 
and  in  each  case  come  under  the  personal  observation  of  people^  often 
enlisting  our  sympathy  for  a  friend  or  an  acquaintance.  Few  indi- 
viduals failing  in  business  are  disposed  to  attribute  their  failure  to  their 
own  inefficiency.  The  fault  is  assigned  to  conditions  over  which  they 
have  no  control.  It  is  due  to  the  cutting  of  prices,  to  the  trust,  to 
chain-stores,  to  the  failure  of  crops,  or  to  any  one  of  many  causes, 
remote  from  the  one  failing. 
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It  is  not  surprising,  therefore,  that  one  of  these  causes  now  fre- 
quently advanced  should  be  sought  to  be  controlled  by  an  artificial 
method  of  stabilising  the  fluctuating  conditions  in  the  production  and 
selling  of  goods.  Like  many  economic  panaceas  suggested,  the  fixed- 
price  idea  has  considerable  plausibility  and  such  seeming  fairness  that 
it  commends  itself  to  many  different  economic  classes.  Let  it  be  under- 
stood, however,  that  there  are  three  distinct  classes  directly  interested 
in  the  suggestion:  the  producer,  wbo  is  its  chief  promoter  and 
beneficiary;  the  distributer,  the  second  claimant  to  benefit;  and,  finally, 
the  consumer  who  is  the  residual  legatee.  Let  us  examine  some  of  the 
more  important  arguments  adduced  in  favor  of  the  fixed-price  principle. 

It  is  said  that  under  such  a  system  the  distributer  would  be  assured 
a  fair  profit  whereas  he  now  frequently  does  business  at  a  loss  and  is 
often  forced  into  bankruptcy.  It  is  doubtless  true  that  many  retailers, 
probably  the  majority  of  them,  do  not  know  their  specific  costs  of 
selling.  But  a  system  of  fixed  prices  would  not  make  the  retailer  any 
more  efficient,  nor  enable  him  to  more  easily  analyse  his  costs.  Whatever 
losses  come  to  the  consumer  from  the  existence  of  a  large  number  of 
inefficient  retailers  would  not  be  lessened.  Under  the  present  system 
the  most  efficient  are  being  continually  eliminated,  and  under  the 
proposed  system  they  might  tend  to  be  perpetuated,  since  they  become 
in  a  sense  the  clerks  or  agents  of  the  producer  of  the  article  sent  to 
them,  its  price  and  conditions  of  retailing  already  determined. 

Successful  merchandising  from  the  viewpoint  of  the  public  as 
well  as  that  of  the  merchant  consists  in  the  ability  to  turn  goods  into 
cash  and  cash  into  goods.  Is  the  retailer  to  be  a  merchant,  or  a  clerk 
who  hands  out  goods  to  the  consumer  whose  demand  has  been  created 
by  advertising? 

But  even  granting  that  a  fair  profit  is  provided  for  the  retailer,  it 
does  not  follow  that  the  proposal  is  justified.  This  asumes  some  in- 
herent merit  in  the  system  of  retailing  per  se.  It  is  not  reasonable 
to  suppose  that  the  economic  organisation,  especially  as  regards  the 
distributive  side,  has  by  a  process  of  constructive  evolution  arrived  at  a 
fixed  point  of  final  superiority.  As  a  matter  of  fact  the  ability  of  the 
retailer  to  continue  in  business  cannot  be  guaranteed  by  the  manufac- 
ture of  articles  to  be  sold  at  a  fixed  retail  price.  The  retailer's  enter- 
prise, his  location,  and  many  other  factors  finally  decide  whetiher 
he  can  continue  in  business.  Nor  is  it  true  that  by  a  system  of  fixed 
prices  he  is  guaranteed  a  higher  net  profit.  He  may  sell  many  other 
articles,  for  it  is  not  possible  that  the  situation  will  be  reached  when  all 
the  articles,  even  those  of  a  small  retail  grocer,  will  be  sold  under  the 
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fixed-price  system.  Then,  too,  what  motives  will  actuate  the  prodncerf 
of  this  fixed-price  article  to  permit  the  retailer  to  have  any  moie  than  I 
the  lowest  possible  margin  of  profit^  It  is  true  that  the  prodacez  fl 
must  have  many  thousand  retailers  to  sell  his  fixed-price  article,  hot  I 
freqoently  the  retailer  has  no  choice  whether  he  will  or  will  not  I 
carry  in  stock  an  article.  The  producer  has  often  by  a  system  oEfl 
advertising  created  a  demand  for  the  article,  and  jast  in  proportioal 
as  he  creates  a  demand  so  in  that  proportion  is  he  able  to  dictate  I 
selling  prices  to  the  retailer.  Past  experience  shows  that  the  retailer  I 
has  often  been  compelled  to  carry  in  stock  many  SDch  articles  npoaa 
which  the  profit  was  below  that  received  for  other  artjcles.  I 

It  is  frequently  argued  that  because  a  producer  has  discovered  somafl 
sew  method  of  preparing  a  product  for  the  market  and  has  spenta 
large  soma  in  acquainting  the  public  with  it,  some  peculiar  right  iai 
morals  and  law  is  thereby  created  for  him  whereby  he  is  entitled  tol 
secure  a  return  on  his  expenditure.    But  the  public  placed  him  under  I 
DO  compulsion  to  make  the  investment  in  producing  and  popnlarizing'a 
his  product.     He  is  in  the  same  situation  as  most  other  investors  arc  1 
One  may  purchase  a  public  bond,  another  an  industrial  security,  another 
invest  his  capital  or  direct  bis  enterprise  to  this  or  that  activity,  each 
of  which  carries  with  it  no  guarantee  of  a  return  on  the  investment. 
It  would  doubtless  be  a  great  gain  for  society  if  each  could  direct  hii 
labor  and  invest  his  capital  in  such  a  manner  that  no  risk  is  involved 
in  securing  a  return.     But  there  is  no  burden  of  duty  on   the  con- 
sumer to  preserve  in  business  any  particolar  retailer,  group  of  retailera^ 
or  other  business  units.     If  fair  and  free  opportunity  is  ^ven  to  eae 
to  exercise  his  enterprise,  his  efficiency  or  inefficiency,  this  is  all  thi 
any  business  class  should  expect. 

To  demand  that  the  public  select  a  special  class  of  prodocera  ( 
distributers  and  guarantee  returns  to  them  without  some  very  evid 
returns  to  the  public  is  a  demand  which  will  not  readily  be  met.     I 
the  case  of  patents,  copyrights,  and  trade-marks  some  exception  bi 
been  made  for  generally  accepted  benefits  which  are  promised. 

But  the  ordinary  manufacturers  and  jobbers  cannot  be  expected  t 
I    be    freed    from   certain   forma   of  competition    which   operate   on   all 
Indeed  it  is  quite  possible  that  even  if  the  right  to  fix  prices  wei 
grnntj-d,  such  nr"       era  would  find  no  real  benefit.     Such  a  soluUoi 
vr  I  lid  II  ndition  in  distribution.    Other  difficolti 

Vi-'A\ii  t  such  goods  quite  as  a 


duaaod  has  been  created  1 


Price  Mmntenance — DUcutrion  19S 


eztenslve  adyertising  for  a  certaiii  good  at  a  fixed  price,  the  continued 
purchase  by  the  consumer  is  proof  of  his  satisfaction  of  the  price  and 
the  quality  of  the  article.  This  is  attributing  to  the  consumer  a  more 
accurate  knowledge  of  the  quality  of  goods  than  he  usually  possesses. 
Many  goods  cannot  be  accurately  judged  in  respect  to  their  quality 
either  before  or  after  consumption. 

The  argument  is  not  logical  in  that  it  states  that  the  producer  could 
not  continue  to  sell  his  fixed-price  article  if  consumers  were  not 
satisfied  with  its  quality  and  price^  yet  in  the  next  sentence  it  is  stated 
that  the  particular  consumer  buys  an  inferior  article  at  a  lower  price^ 
thus  destroying  the  market  for  the  superior  article  at  the  fixed  price. 
As  a  matter  of  fact,  it  cannot  be  proved  that  all  fixed-price  articles 
are  superior.  Then,  too,  the  consumer  often  continues  to  purchase  the 
article  simply  because  there  is  no  substitute  for  it. 

It  is  said  that  if  for  any  reason  a  producer  is  enjoying  large  profits 
in  producing  an  article,  this  fact  will  induce  additional  and  competing 
capital  and  enterprise  to  be  directed  to  producing  this  particular 
article.  Theoretically  this  may  be  true,  in  the  sense  that  there  is  no 
hard  and  set-fast  monopoly  established,  at  least  by  the  aid  of  the  law; 
but,  practically,  capital  may  be  deterred  from  flowing  into  this  chan- 
nel which  is  already  filled  from  the  fact  of  a  large  flow  of  goods,  the 
market  for  which  is  already  held  by  a  producer  who  by  extensive 
advertising  and  organisation  has  practically  monopolised  it.  To  dis- 
lodge this  particular  producer  would  require  a  similarly  large  invest- 
ment of  capital  with  considerable  attendant  risk.  New  producers  are 
thus  deterred  from  entering  the  field  and  the  possessors  may  well 
occupy  it  and  place  on  the  market  a  relatively  inferior  good  for  some 
time;  at  least  until  the  risks  of  entering  the  same  field  are  so  largely 
reduced  that  new  enterprise  and  capital  are  directed  to  it  What  the 
ooDsnmer  has  thus  lost  by  really  active  competition  may  be  very  large. 
Whatever  may  be  the  loss  of  competition  under  our  modem  business 
organisation,  its  beneficent  results  can  only  be  secured  by  a  condition 
ef  great  lenaitiveness  and  freedom  in  the  movement  of  the  productive 
laeloti;  diat  is,  permitting  their  free  flow  to  whatever  point  in  the  pro- 
diethre  pfooeaa  promises  a  better  return. 

Ike  potief  of  fixed  prices  largely  disregards  the  difference  in  costs  to 
dhUilmlers  and  retailers,  over  some  of  which  neither  pro- 
>  intalliir  lias  any  control,  while  others  are  within  the  infiuence 
jf'BhBl^lllstfitinlnr     Is  a  safety  raaor  made  in  Bangor,  Maine,  to  be  sold 

piiee  in  Bangor  as  in  a  lumber  camp  in  Washington? 
we  have  had  with  fixed  prices  does  not  give  assurance 
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that  the  factors  influencing  Tar3ring  costs  in  retailing  woold  reeeiTe  con- 
sideration. The  system  is  one  of  a  rigid,  onvarying,  one-priee-to-all 
character.  Producers  who  argae  for  fixed  prices  assume  to  know  at 
what  price  their  product  should  be  sold.  The  production  cost  on  whidi 
they  have  certain  knowledge  is  assumed  to  be  governed  by  the  same 
principles  which  determine  distributing  costs.  It  does  not  follow 
that  a  retailer  is  doing  an  unprofitable  business  simply  because  he 
cuts  a  price  on  an  article  which  the  producer  wishes  to  have  sold 
at  a  certain  fixed  price.  The  retailer  with  a  varied  line  of  goods  should 
be  as  free  as  any  other  business  man  to  determine  the  methods  and 
conditions  under  which  he  shall  transact  his  business.  He  may 
consider  it  good  business  to  sell  an  article  near,  at,  or  below  its  cost 
to  him.  It  is  only  important  for  him  as  a  business  man  to  please  his 
patrons  and  secure  a  net  profit  on  his  business  as  a  whole  without 
any  respect  to  the  particular  article.  Were  it  possible,  the  farmer, 
the  teacher,  the  minister,  and  other  producers  would  hail  with  delig^ 
any  law  which  would  aid  them  in  securing  a  market  for  their  wares  at 
a  satisfactory  price.  It  is  well  known  that  in  the  final  cost  of  many 
goods  the  actual  production  cost  is  a  minor  part.  But  however  much 
we  may  lament  the  toll  taken  by  the  present  middlemen,  the  jobber, 
and  retailer,  little  could  be  gained  by  the  consumer  if  he  were  to  ex- 
change for  the  present  toll-takers  a  new  toll-taker,  the  producer. 

Finally,  even  granting  a  beneficent  effect  to  the  principle  of  fixed 
prices  for  the  producers  of  trade-marked  and  branded  goods,  why 
should  the  benefits  be  limited  to  this  particular  class  of  producers  ?  A 
questionable  result  of  modem  merchandising  has  been  the  enormous 
development  of  special  brands.  Since  the  devising  and  registering 
of  a  trade-mark  or  brand  is  comparatively  easy  and  simple,  there 
would  doubtless  be  a  further  extension  of  specialities  of  all  kinds. 
We  might  well  be  buying  at  a  fixed  price,  Sunkist  oranges.  Rocky 
Ford  cantaloups.  New  Jersey  potatoes,  and  Maine  sweet  com,  under 
the  protecting  control  of  our  federal  government.  There  would  never- 
theless remain  a  larg^  group  of  producers  whose  goods  would  not 
lend  themselves  to  this  method  of  distribution  and  hence  they  could  not 
secure  the  assumed  benefits  of  the  legalised  practice. 

There  are  no  examples  where  any  effort  to  fix  prices  in  trade  for 
long  periods  have  been  successful.  Such  attempts  have  always  laid 
the  foundations  for  secret  price  cutting  and  have  incited  the  worst  evils 
of  underhand  competition, — ^the  ends  sought  to  be  avoided  by  the  sys- 
tem of  fixed  prices. 

The  miethod  of  distribution  now  prevailing^ — ^namely,  the  use  of 


Price  Maintenance — Discussion  195 

manufacturer^  jobber^  and  retailer^ — rests  solely  upon  the  basis  of 
economical  distribution^  and  the  present  system  must  be  displaced 
whenever  a  better  or  more  economical  method  is  devised.  But  to  grant 
to  manufacturers  the  boon  of  authorizing  them  to  accept  payment  for 
their  goods  and  yet  control  the  disposition  of  the  goods  would  seem 
to  be  so  far-reaching  and  so  arbitrary  a  placing  of  power  in  the  hands 
of  the  producer  that  it  would  amount  to  a  business  revolution. 

Vesting  manufacturers  with  the  authority  to  control  the  resale  price 
of  their  products  enables  them^  through  the  power  of  advertisings  to 
create  a  demand  for  their  merchandise,  irrespective  of  its  real  intrinsic 
merit.  The  cost  of  advertising  in  many  cases  amounts  to  as  much  or 
more  than  it  costs  manufacturers  to  produce  the  merchandise,  but  the 
advertising  adds  nothing  whatever  to  its  merits.  With  capital  to  ad- 
vertise, and  with  the  power  to  regulate  prices,  it  places  in  the  hands  of 
manufacturers,  as  a  class,  the  ability  indirectly  to  tax  the  consuming 
public. 

Summarizing,  it  is  therefore  contended  that: 

1.  The  proposal  is  contrary  to  accepted  methods  of  producing 
and  distributing  goods.  It  would  tend  to  counteract  the  good  features 
in  the  present  system  without  correcting  any  of  its  well-recognized 
evils. 

2.  It  is  class  legisla^on  of  the  most  vicious  kind  in  that  it 
applies  only  to  a  certain  number  of  the  producing  group. 

8.  It  seeks  to  produce  a  state  of  equilibrium  in  the  midst  of 
fluctuating  economic  phenomena  over  which  no  certain  human  control 
can  be  established. 

4.  It  will  probably  produce  no  beneficial  results  for  the  particular 
classes  for  whom  it  is  desired. 

5.  It  is  not  practicable,  for  its  observance  cannot  be  enforced. 
It  will  invite  evasion  by  one  method  or  another. 

J.  R.  Turner:  This  excellent  and  important  paper  is  especially 
timely,  for  it  gives  us  an  able  contribution  against  price  maintenance 
at  a  period  when  legislators  and  the  public  are  eager  to  see  the  problem 
from  all  angles. 

If  I  properly  interpret,  there  is  a  fundamental  assumption  upon 
which  the  arguments  of  this  paper  are  constructed.  This  assump- 
tion, unsupported  by  evidence,  is  that  maintained  prices  are  high  prices. 
True,  the  assumption  is  not  g^ven  expression,  but  it  is  all  the  more 
deceiving  for  that  reason.  This  assumption  is  against  the  weight  of 
such  authority  as  we  have.     This  is  a  question  of  fact,  and  until  a 
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reasonable  number  of  price  comparisons^  based  upon  the  relatiTc 
qualities  of  goods^  are  made^  the  assmnption  seems  unwarranted  as  a 
basis  of  argument.  It  assumes  that  which  is  to  be  proven;  yet,  if  I 
interpret  correctly  it  underlies  both  the  psychological  and  the  market- 
ing arguments. 

The  psychic  principle  of  prestige  prices  is  found  in  both  competitive 
and  monopoly  prices,  in  maintained  and  unmaintained  prices.  The 
paper  has  correctly  defined  price  maintenance  as  competitive  in  nature, 
yet  it  illustrates  prestige  prices  by  means  of  virtually  a  monopoly 
product,  diamonds.  Is  not  this  principle  particularly  applicable  to 
unstandardized  goods?  Individuality  and  distinctiveness  are  empha- 
sized by  the  particular  stripe,  cut,  or  quality  that  is  uncommon.  Stan- 
dardized wares,  made  according  to  the  commercial  pattern,  have  the 
effect  of  a  common  five-cent  fare  on  a  street  car, — ^all  customers  are 
put  on  the  same  plane.  Standardization  works  toward  equality,  but  it  is 
only  upon  standardised  goods  that  price  maintenance  is  or  could  be 
practiced. 

The  dollar  watch,  the  Ford  automobile,  and  some  other  inexpensive 
commodities  are  goods  whose  makers  have  fought  most  earnestly  for 
price  maintenance.  Neither  the  love  of  ostentation  nor  an  appeal  to 
vanity  figures  in  their  cosmopolitan  selling  campaigns.  Maintained 
prices  are  a  part  of  a  selling  campaign,  and  the  manufacturer  of  the 
average  commodity  could  not  more  effectively  defeat  his  own  purpose 
than  to  make  his  selling  campaign  uncosmopolitan.  I  suggest  another 
basis  for  this  policy,  that  of  the  protection  of  good-will  in  the  opera- 
tion of  nation-wide  marketing. 

Professor  Taussig  would  protect  trade-marks,  limit  them  to  the  pro- 
ducer, and  legislate  for  standardisation  where  feasible;  otherwise  he 
urges  that  "the  purchaser  should  be  left  to  take  care  of  himself  once 
for  all."  I  assume  that  the  way  to  protect  a  trade-mark  is  to  protect  the 
substance  of  which  it  is  a  mere  symboL  The  good-will,  workmanship, 
and  quality  of  a  ware,  and  not  the  trade-mark  badge,  are  the  signifi- 
cant things.  Qualities  and  quantities  may  and  do  vary  while  the  trade- 
mark remains  the  same.  Price  maintenance  on  a  competitive  basis 
goes  deeper.  It  enables  good-will  and  quality  to  be  maintained  and 
improved.  At  the  same  price  and  under  the  same  trade-mark,  for 
instance,  a  package  of  Kellogg's  cornflakes  was,  under  the  force  of 
competition,  both  improved  and  doubled  in  weight 

Competitive  price  maintenance  would  seem  to  guarantee  low  prices, 
for  there  is  no  condition  in  which  the  full  force  of  unrestrained  com- 
petition can  more  effectively  operate.    The  fact  of  knowing  precisely 
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what  is  to  be  met^  the  privilege  of  analysing  a  good  as  to  quality 
at  a  uniform  price,  are  spurs  to  competitors.  They  are  given  a  standard 
to  be  excelled.  The  producer  must,  in  the  face  of  threatening  compe* 
tition,  render  his  best  service  commensurate  with  the  price.  The  com- 
petitor fixes  the  price  at  his  own  peril;  if  too  high,  purchasers  will 
refuse  to  buy  and  competitors  will  do  the  rest. 

Price  maintenance  is  an  antonym  for  price  discrimination.  A  pre- 
scribed price  which  stands  the  test  of  time  under  competition  is  a 
reasonable  guarantee  to  the  child  or  other  unskilled  buyer.  We  sanc- 
tion the  advice  to  let  the  purchaser  take  care  of  himself,  but  we  hesitate 
to  deny  him  a  means  to  that  end  in  a  market  whose  endless  complexity 
makes  skill  in  buying  a  distinct  asset.  Prescribed  prices  are  an  educa- 
tive means  of  protection.  They  are  standards  for  pricing  all  goods, 
whether  price-maintained  or  not. 

The  effect  of  prescribed  prices  on  the  cost  of  marketing  is  easily 
overstated.  They  are  feasible  on  but  a  limited  number  of  goods,  and 
are  desired  by  only  a  few  producers  in  any  line.  As  a  rule  the  pro- 
ducers accept  the  market  as  ready-made,  depend  on  the  middlemen  to 
distribute  their  output,  and  very  frequently  prefer  to  produce  for  the 
middleman's  own  trade-mark.  It  is  against  the  policy  of  this  large  class 
to  prescribe  prices,  and  in  many  cases  it  would  prove  fatal  to  their 
business  to  limit  trade-marks  to  the  prodneer. 

Arguments  for  market  reform  are  generally  aimed  in  the  wrong  di- 
rection. Stores  are  made  for  consumers,  and  distributive  agencies  are 
shaped  to  meet  buying  habits.  Modem  homes  have  inadequate  storage 
facilities;  the  function  of  cellars  is  to  house  the  furnace  and  coal. 
The  consequence  is  small  purchases  and  the  habit  of  living  out  of 
paper  bags.  This  converts  retail  stores  into  supply  stations  or  storage 
houses  from  which  small  and  frequent  deliveries  are  made.  The  cost 
of  these  agencies  is  increased  by  multiplying  their  functions.  Reform 
is  to  be  sought  in  attacking  the  causes  of  these  costs  rather  than  the 
policy  of  price  maintenance.  The  aim  should  be  to  educate  buying 
habits  that  will  permit  common  deliveries  and  scientific  organisation 
on  the  basis  of  higher  functions. 

While  price  maintenance  may  have  but  little  influence  on  interme- 
diary costs,  may  not  this  policy  tend  rather  to  lower  the  cost  of  market- 
ing? Haphasard  prices  provide  numerous  crevices  for  the  small 
shop,  huckster,  and  push-cart  vender  to  eke  out  a  living.  Well  known 
uniform  prices  tend  to  iron  these  out.  Cut-prices  needlessly  multiply 
selling  agencies  at  times  by  causing  producers  to  provide  their  own 
means  of  distribution.    A  cheap  selling  force  can  handle  well  known 
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goods  with  established  prices.  The  manufacturer's  welfare  depends  oa 
the  consumer's  satisfaction  as  to  price  and  quality;  his  ambition  is 
therefore  to  reduce  middle  costs  to  a  minimum.  "Squeeaing  the  middle- 
man" is  a  common  phrase  in  the  market.  Price  maintenance  gives 
power  to  the  producer  to  reduce  marketing  costs  because  his  advertising 
and  price  ^x  the  consumer's  demands  and^  in  tum^  these  demands 
stock  the  store. 

There  is  danger  in  prolonged  experimenting.  Past  experimenting 
has  taught  two  lessons:  (1)  Competitive  evils  often  intrench  them- 
selves in  industry.  They  tend  to  deepen  rather  than  to  vanish.  (8) 
Public  opinion  will  not  lie  dormant  when  evil  is  threatening;  it  will 
not  wait  twenty-five  or  fifty  years  to  see  what  is  going  to  happen. 
The  legislation  and  decisions  on  unfair  trading  since  1890  are  proof 
of  this.  The  problem  involved  in  price  cutting  is  no  less  serious  than 
the  permission  to  parasitic  agencies  to  deaden  productive  initiative  by 
appropriating  the  good-will  of  the  producer. 

The  problem  of  marketing  permeates  all  industry.  All  produce 
for  the  market.  Every  commodity  is  from  tiie  moment  of  its  existence 
a  demand  for  another  commodity.  To  isolate  this  problem  is  fatal 
to  clear  reasoning  and  insures  distorted  conclusions.  May  it  not  be 
that  the  arguments  here  emphasised  are  but  incidental  to  a  pro- 
founder  consideration?  I  refer  to  good-will^  which  is  at  the  heart  of 
a  group  of  principles  vital  in  nature :  private  property,  initiative^  thrift, 
and  fair  competition.  The  expansion  of  local  markets  into  national  and 
international  markets  requires  the  circulation  of  information  about 
goods,  but  the  first  question  the  buyer  asks  is  the  price,  therefore  a 
part  of  this  information  is  the  price.  Further,  the  producer  cannot 
go  with  his  wares,  but  his  good-will  is  inseparably  connected  with  them. 
The  right  to  own  the  private  property  of  good-will  carries  with  it 
the  right  to  protect  it.  But  where  price  cutting  is  recognized  the  pro- 
ducer's good-will  may  become  his  own  worst  enemy, — a  force  to  drive 
him  from  the  market  Kellogg's  brand  in  one  store  begins  cutthroat 
competition,  not  with  other  brands,  but  with  Kellogg's  brand  in  another 
store,  with  the  result  that  Kellogg's  drives  itself  from  the  market. 

A  cut-price  on  goods,  well  known  for  their  quality  and  price,  is  most 
attractive  to  the  bargain  hunter.  If,  as  an  advertising  scheme,  the 
large  store  underprices  the  Ingersoll  watch,  little  stores  discontinue 
its  sale.  They  cannot  tie  up  capital  in  a  no-profit  line.  Meanwhile 
the  parasitic  dealer  has  appropriated  the  producer's  good-will  as  an 
advertising  scheme.  The  price  cutter  will  discontinue  the  article  as 
soon  as  he  reaps  the  advertising  effect.    Not  to  do  so  would  make  of  the 
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price  cutter  a  commercial  xero.  Or^  if  cat-price  goods  are  not  actually 
abandoned^  there  are  instances^  like  that  of  the  Hooder  cabinet, 
where  a  few  of  them  are  carried  and  the  "prospect"  is  switched  to  a 
similar  good  on  which  there  is  a  long  profit. 

The  essence  of  action  in  a  long  line  of  cases  on  unfair  competition  is 
damage,  not  to  trade-marks  as  snch,  but  to  good-will  or  reputation  or 
trade.  Trade-marks  are  but  symbols  of  good-will.  To  defend  trade- 
marks and  not  to  defend  prices  is  frequently  a  contradiction  in  terms, 
for  price  maintenance  under  open  competition  results  in  fair  prices, 
while  price-cutting  is  a  trade  pirate's  two-edged  weapon  to  secure 
profits  at  the  expense  of  another  and  to  destroy  the  essence  of  which 
the  trade-mark  is  a  s3rmbol.  The  private  property  of  good-will  is 
inseparably  connected  with  thrift  and  individual  initiative.  Any  sys- 
tem is  deadening  to  these  which  enables  one  to  reap  what  another  sows. 

Paul  T.  Chkrinoton:  Many  efforts  are  now  being  put  forth 
to  make  American  business  more  scientific.  It  augurs  well  for  the 
future  of  such  attempts  when  an  acknowledged  leader  among  econo- 
mists turns  his  attention  to  so  intricate  a  problem  of  everyday  business 
as  price  maintenance.  In  the  course  of  time,  when  the  body  of  fact 
material  becomes  adequate,  such  problems  will  take  their  place  among 
the  most  important  with  which  economists  have  to  deal.  This  gives 
Professor  Taussig's  paper  more  than  usual  significance. 

The  paper  is  divided  into  four  parts:  (1)  a  definition;  (2)  a  state- 
ment of  the  case;  (8)  a  sitting  in  judgment;  (4)  conclusions. 

The  Defimiion. — Professor  Taussig  defines  price  maintenance  as 
"the  practice  among  manufacturers  of  prescribing  the  prices  at  which 
their  wares  shaU  be  sold  by  retail  dealers." 

This  definition  is  not  a  complete  statement  of  what  price  maintenance 
is,  nor  is  it  accurate  as  far  as  it  goes. 

The  first  serious  objection  to  Professor  Taussig's  definition  is  con- 
nected with  his  idea  that  the  manufacturer  alone  dictates  the  price. 
He  may  or  may  not  do  so.  Price  maintenance  ordinarily  takes  a 
form  in  which  the  resale  price  is  the  subject  of  a  contract  or  agreement 
between  the  manufacturer  and  one  or  more  distributers.  Furthermore, 
this  ordinarily  is  an  agreement  not  upon  a  price  arbitrarily  set,  but 
upon  one  of  certain  generally  accepted  prices  for  kindred  goods.  This 
price,  it  is  stipulated,  is  to  be  received  for  the  goods  in  question  upon 
resale.  Obviously  the  choice  is  not  between  the  manufacturer  on  the 
one  hand  or  the  consumer  on  the  other  hand  determining  the  price,  but 
it  is  between  the  manufacturer  and  one  or  more  of  the  distributers  in 
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agreement  together  on  the  one  hand,  and  the  final  distributer  (or  re- 
tailer) alone  on  the  other.  This  right  of  the  manafactnrer  and  dis- 
tributer to  agree  upon  the  resale  price  is  the  most  important  clement  of 
the  price-maintenance  problem. 

Secondly,  Professor  Taussig  implies  that  the  prices  to  be  fixed  will 
be  uniform  and  permanent.  The  exercise  of  this  right  may  or  may  not 
result  in  the  prices  agreed  upon  being  uniform  in  all  parts  of  the  coun- 
try. Uniformity  of  prices  in  all  markets  has  been  given  undue  promi- 
nence in  price-maintenance  discussions.  This  is  not  an  essential 
feature.  The  question  of  quantity  discounts,  the  questions  whether 
freight  is  to  be  included  or  not,  and  kindred  problems,  constantly 
arise  for  consideration,  even  where  uniformity  is  attempted.  Moreover, 
as  long  as  there  is  no  monopoly  or  manufacturer's  agreement  on  prices, 
price  levels  may  change.  As  a  matter  of  fact,  they  are  changing  con- 
stantly. In  the  automobile  industry,  for  instance,  where  price  main- 
tenance has  been  employed  by  the  agency  method,  the  price  levels  have 
tended  constantly  downward.  No  advocate  of  price  maintenance  ob- 
jects to  this,  but  he  does  contend  that  the  manufacturer  and  the 
distributer  ought  to  have  the  right  to  agree  upon  the  way  in  which 
prices  should  come  down,  instead  of  leaving  this  entirely  to  the  final 
retailer. 

Furthermore,  the  price-maintenance  agitation  is  concerned  entirely 
with  identified  goods  made  and  sold  under  competitive  conditions. 
These  facts  ought  to.be  made  a  part  of  any  definition. 

These  changes,  if  introduced  in  Professor  Taussig's  definition  would 
modify  it  to  read  about  as  follows:  Price  maintenance  is  the  arrange- 
ment by  which  manufacturers  of  identified  merchandise,  made  and  sM 
under  competitive  conditions,  agree  with  some  or  all  of  the  distributers 
of  this  merchandise  concerning  the  price  at  which  it  is  to  be  resold. 

2.  Statement  of  the  Case. — Professor  Taussig  divides  his  statement 
of  the  case  into  two  parts.  The  first  is  a  presentation  of  the  "psycho- 
logical" elements  and  the  second  a  presentation  of  the  "marketing" 
elements  of  the  problem.  By  adopting  this  approach  to  the  subject 
he  puts  the  discussion  on  an  abstract  basis.  Effective  reply  to  such 
abstract  assertions  as  his  statement  of  the  case  contains  could  be  made 
only  on  the  basis  of  a  knowledge  of  facts  not  now  available.  For 
example,  among  the  marketing  factors  he  gives  great  importance  to 
the  aversion  to  change  evidenced  by  those  who  are  connected  with  the 
"established  mechanism"  for  distributing  merchandise.  He  contends 
that  this  aversion  to  change  is  due  to  inertia  on  the  part  of  the  regular 
trade.      With   equal   justification   it   might   be   contended   that  this 
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aversion  to  change^  if  it  eziats^  is  due  to  a  oonviction  on  the  part  of 
the  regular  trade^  as  the  result  of  experience^  that  the  "regular" 
method  most  adequately  performs  the  services  necessary  in  distributing 
merchandise  under  modem  conditions.  But  this  answer  may  be  no 
nearer  the  facts  than  is  Professor  Taussig's  contention. 

8.  The  Sitting  in  Judgment, — Professor  Taussig  employs  the  same 
form  when  he  comes  to  "sit  in  judgment"  on  the  merits  of  price  main- 
tenance. In  this  portion  of  the  discussion  we  find  the  reasoning  based 
on  statements  difficult  of  confirmation  or  refutation.  For  example^ 
Professor  Taussig  declares  that^  "The  existing  system  of  convejring 
goods  from  the  prime  producer  to  the  consumers  is  cumbersome  and 
costly  to  an  astonishing  degree."  Again^  after  discussing  the  effect 
of  price  maintenance  on  standards  of  quality,  he  reaches  this  condu- 
ison:  "Nevertheless,  I  question  whether  the  system  of  price  mainten- 
ance serves  in  any  demonstrable  degree  to  keep  up  the  quality  of 
goods."  His  general  attitude  toward  the  whole  question  is  summed 
up  in  this  sentence:  "I  suspect  we  shall  have  to  content  oursdves 
with  the  conclusion  (or  assumption?)  that  the  ordinary  purchaser  is 
not  endlessly  gullible,  that  the  predatory  dealer  is  likely  to  overreach 
himself  in  the  end,  that  honest  business  pays  as  a  whole."  And  again, 
he  says:  "The  opposition  to  price  cutting  is  very  largely,  if  not 
mainly,  opposition  to  disturbers  and  innovators." 

Such  statements  as  these  are  very  difficult  to  answer  in  kind,  effec- 
tively. I  shall  not  attempt  it.  It  seems  to  me  that  more  important  than 
any  need  for  answering  them  point  by  point  is  the  necessity  for  getting 
back  of  them  to  some  of  the  misconceptions  of  the  actual  situation  in 
modem  business  which  they  indicate. 

There  are  three  of  these  misconceptions  which  seem  to  be  most 
serious.  The  first  of  them  is  Professor  Taussig's  obvious  misconcep- 
tion of  the  nature  of  price  cutting. 

I  hold  no  brief  for  price  maintenance  in  all  its  forms.  I  am 
anxious,  however,  that  a  discussion  of  it  in  such  a  body  as  this  shall  at 
least  start  with  a  fair  presentation  of  both  sides  of  the  case.  And  this 
case  has  two  well  defined  sides, — ^price  maintenance  and  price  cutting. 
Price  cutting  is  the  alternative  offered  if  price  maintenance  is  con- 
demned.   Price  maintenance  is  mainly  an  effort  to  avoid  price  cutting. 

Price  maintenance  unquestionably  is  capable  of  abuse.  It  is  beyond 
dispute  that  price  cutting  also  is  capable  of  abuse.  The  real  ques- 
tions are :  which  of  the  two  systems  offers  less  risk  of  abuse,  and  which, 
under  suitable  restrictions,  offers  better  protection  of  public  interest. 
The  choice  is  between  control  of  prices  by  agreement  between  pro- 
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ducers  and  distributers^  on  the  one  Iiand>  and  complete  control  of 
prices  by  the  retailer  alone^  on  the  other  hand.    This  is  the  real  issue. 

Most  of  the  trouble  from  price  cutting  comes  from  retailers  with 
large  capital.  It  is  alleged  that  retailers  of  this  type  (regardless  of 
whether  their  costs  are  less  or  not)  by  virtue  of  their  ability  to  utilise 
the  advertising  value  of  the  cut  price  as  an  accelerator  of  the  speed  of 
moving  their  other  stock  (even  if  they  do  not  make  up  the  loss  by  over- 
charge on  other  lines)  are  able  to  offer  a  line  of  identified  goods  regu- 
larly at  a  price  which  leaves  no  profit  to  their  competitors^  or  even  to 
them^  on  the  sale  of  these  goods.  In  other  words^  the  spread  becomes 
less  than  enough  to  make  profitable  the  rendering  of  the  distribution 
service. 

These  retailers^  it  is  declared^  merely  use  the  good  reputation  of 
certain  identified  goods  to  further  their  own  ends.  They  are  not 
responsible  for  the  preservation  of  the  uniformity  of  quality  of  these 
goods.  That  must  be  preserved  by  the  manufacturer  if  it  is  to  be 
preserved  at  all.  They  do  not  care  about  the  manufacturer's  future 
sales.  They  have  spent  nothing  on  building  up  his  reputation  or  that 
of  his  goods.  Their  large  capital  would  enable  them  to  give  the  goods 
away  for  a  time  if  necessary^  and  the  ultimate  effect  of  any  such 
action  upon  the  general  distribution  of  these  goods  is  a  matter  of  no 
concern  to  them.  What  these  retailers  are  interested  in  is  drawing  to 
themselves^  and  away  from  their  competitors^  an  increased  share  of  the 
trade  of  the  market  they  occupy. 

Professor  Taussig^  in  discussing  the  effect  of  a  lowered  price  upon 
the  demand  schedule^  takes  the  ground  that  to  prevent  "pushing 
sales"  is  anomalous^  that  a  decline  in  price  leads  to  an  increase  in 
sales>  and  that  any  endeavor  to  keep  up  resale  prices  would  therefore 
tend  to  restrict  the  volume  of  business.  He  ignores  the  fact  that 
what  advocates  of  price  maintenance  object  to  is  not  that  the  price 
should  be  reduced^  but  that  it  should  be  reduced  by  the  retailer  in  his 
own  interests  alone. 

If  price  cutting  were  the  result  of  the  introduction  of  better  distri- 
bution methods  or  operation  at  lower  costs^  no  valid  objection  could  be 
raised  to  it.  But  this  is  not  the  usual  way  in  which  a  cut  is  made.  In- 
stead of  retailers  reducing  the  price  in  accordance  with  their  saving 
in  operating  cost,  and  instead  of  their  doing  it  for  the  purpose  of 
increasing  the  sales  of  this  merchandise,  and  instead  of  their  never 
going  below  a  spread  covering  costs,  what  actually  happens  is  that  a 
few  retailers  with  large  capital,  in  various  localities,  cut  the  price  to  a 
point  leaving  little  or  no  spread,  regardless  of  their  own  costs  of 
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operation.  The  price  cutter's  increased  sales  of  other  articles,  or  in- 
crease in  profits  on  other  articles,  are  depended  on  to  make  np  any 
deficit  incurred  in  handling  "cut"  lines.  In  any  case  the  ability  of 
the  cutter  to  continue  to  sell  these  goods  regardless  of  the  spread  does, 
as  Prpfessor  Taussig  says,  "make  them  unprofitable"  for  less  well 
financed  competitors  to  handle.  No  one  would  defend  on  economic 
grounds  the  right  of  any  merchant  to  give  away  regularly  an  identified 
article  in  order  to  exploit  his  own  business.  This  would  be  inequitable 
because  of  its  effect  on  the  future  sales  of  the  article,  if  for  no  other 
reason.  Price  maintenance  is  an  effort  to  minimise  a  similar  danger 
from  cuts  which  may  represent  mere  loss  of  profit  rather  than  outright 

gift. 

Professor  Taussig  seeks  to  establish  some  connection  between  price 
maintenance  and  an  over-anxiety  on  the  part  of  the  "regular"  trade 
to  preserve  the  "regular"  channels  of  trade.  It  is  true  that  opposition 
to  price  maintenance  originated  with,  and  has  largely  been  fostered  by, 
small  retailers  and  those  who  are  interested  in  preserving  small 
retailing.  But  it  seems  probable  that  this  is  due  less  to  any  natural 
conservation  on  the  part  of  the  "regular"  trade,  than  it  is  to  the  fact 
that  large  capital  is  necessary  for  successful  price  cutting.  This 
throws  the  larger  retailers  into  the  price  cutting  group,  while  the 
smaller  retailers  are  left  outside. 

A  second  of  Professor  Taussig's  conceptions  of  business  conditions 
which  needs  clarifying  is  that  involved  in  the  question :  How  do  identi- 
fied goods  differ  from  any  others  in  price-setting  problems  f 

Professor  Taussig  evidently  takes  the  view  that  there  is  some  virtue 
in  the  sale  of  goods  under  trade-mark  under  certain  circumstances. 
But  he  says,  "There  are  any  number  of  articles  which  have  been  sold 
under  a  trade-mark  year  after  year,  generation  after  generation,  with- 
out any  dictation  of  retail  price  and  also  without  any  deterioration  in 
quality."  Again  he  says,  "Yet  in  the  long  run  profitableness  of  keeping 
up  the  brand  suffices  for  the  maintenance  of  quality."  So  far  as  I 
have  been  able  to  learn,  most  articles  sold  under  brand  were,  until 
recently,  sold  under  some  form  of  price  maintenance.  Moreover, 
it  is  only  by  the  employment  of  unusually  costly  methods  (among 
which  excessive  advertising  is  conspicuous)  for  counteracting  the  inevi- 
table effects  of  price  cutting,  that  the  "profitableness"  of  such  articles 
can  be  preserved  when  there  is  no  limit  to  the  extent  to  which  the 
spread  may  be  narrowed  by  those  who  cannot  suffer  if  the  goods  are 
driven  from  the  market. 

The  connection  between   sale  under  trade^mark  and   price  main- 
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tenance  is  more  direct  than  would  be  inferred  from  reading  Professor 
Taussig's  discussion.  As  the  price  maintainer  sees  them,  the  chief 
links  in  this  connection  are:  (1)  Modem  conditions  of  factory  pro- 
duction make  concealed  deception  of  the  consumer  easy.  (2)  Sale 
under  brand  puts  into  the  consumer's  hands  full  power  to  repurchase 
goods  he  likes,  or  to  avoid  repurchase  of  goods  he  does  not  like.  (5) 
In  this  process  the  preservation  of  uniformity  of  quality  is  more  im- 
portant than  the  question  whether  the  quality  be  absolutely  hig^  or 
low.  (4)  General  accessibility  is  also  an  important  part  of  a  successful 
brand-sale  plan.  (5)  The  preservation  of  uniformity  in  quality  and 
general  accessibility  of  articles  sold  by  this  method  is  possible  only 
when  the  spread  remains  sufficient  to  cover  the  cost  of  rendering  the 
services  they  involve.  (6)  Price  maintenance  by  agreement  between 
manufacturer  and  distributer  makes  the  preservation  of  these  services 
simple.  Price  setting  by  the  retailer  without  restriction  makes  the 
preservation  of  these  services  difficult  in  some  cases,  and  impossible 
in  others. 

Professor  Taussig  takes  the  position  (which  is  beyond  dispute)  that 
the  enforcement  of  quality  standards  by  government  regulation  is 
not  feasible  except  in  a  very  few  lines.  But  if  the  public  is  increas- 
ingly helpless  to  enforce  quality  standards  by  individual  action  or  by 
law,  is  it  not  well  to  give  serious  consideration  to  the  efPectiveness,  as 
a  preserver  of  quality  standards,  of  a  system  of  competition  (such  as  is 
offered  by  price  maintenance)  which  puts  emphasis  on  preservation  of 
quality  standards  and  makes  sure  the  punishment  for  deception? 

Another  point  concerning  which  it  seems  to  me  that  Professor  Taus- 
sig's conception  of  the  facts  needs  to  be  brought  closer  to  actual  condi- 
tions is  his  apparent  idea  of  the  nature  of  competition  in  identified 
goods. 

This  term  implies  the  existence  of  actual  competition  between  brands. 
It  implies  also  the  absence  of  agreement  between  brand  owners  on 
price,  and  the  absence  of  any  appreciable  degree  of  monopoly. 

Moreover,  it  has  to  do  with  the  method  by  which  prices  are  deter- 
mined, and  the  form  which  resulting  competition  takes.  The  retail 
price  is  the  starting  point  for  pricing,  not  merely  articles  to  which  price 
maintenance  applies,  but  for  most  modern  manufactures,  and  particu- 
larly for  those  sold  under  brands  or  trade-marks.  An  increasing  num- 
ber of  goods  are  made  to  retail  at  a  given  price.  This  retail  price 
seldom  is  chosen  arbitrarily  by  the  manufacturer.  Ordinarily  it  is 
set  by  custom.  For  example,  collars  are  made  to  retail  at  25  cents,  or 
at  two  for  a  quarter.     Ready-made  clothes  are  made  to  retail  at  $15, 
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$20^  $22.50^  $25,  etc.  Shoes  are  made  to  retail  at  certain  standard 
prices  with  standard  price  intervals  between  them.  And  the  same 
statement  is  true  of  drugs^  groceries^  and  most  of  the  lines  of  merchan- 
dise suitable  for  branding.  The  price  on  these  goods  has  been  set 
by  custom.  The  goods  are  made  to  retail  at  this  price  and  competitive 
conditions  under  these  circumstances  compel  the  manufacturer  to  put 
into  the  goods  more  quality  than  his  competitors  can  at  the  same  price^ 
— if  he  is  to  get  the  business.  These  conditions  at  the  same  time  force 
the  reduction  of  the  spread  to  a  minimum  compatible  with  the  preserva- 
tion of  general  distribution.  In  other  words,  in  the  sale  of  these 
goods  the  spread  tends  to  represent  the  sum  of  certain  standard  com- 
petitive profits  and  costs  for  the  necessary  distributers. 

Individual  skill  may  result  in  individual  variations  from  these  stand- 
ard prices  and  costs.  It  does  not  follow  that  the  public,  under  price 
maintenance,  need  lose  all  the  fruits  of  such  variations  from  standard. 
Any  distributer  who  sincerely  wishes  to  share  with  the  public  any 
such  saving  can  do  it  by  added  service,  or  by  lower  prices  on  unidenti- 
fied goods,  or  on  his  own  branded  goods,  quite  as  well  as  by  cutting 
prices  on  identified  goods  which  were  made  to  retail  at  a  known  price, 
and  whose  production  and  distribution  costs  were  based  on  this  price. 

This  seems  to  me  to  be  a  more  nearly  accurate  statement  of  the 
pricing  methods  for  identified  goods  than  that  made  by  Professor 
Taussig  when  he  says,  "The  retail  price  becomes  the  starting  point; 
on  this  the  retailer  makes  the  reasonable  profit;  the  wholesaler  in  turn 
makes  his  reasonable  profit,  over  and  above  the  manufacturer's  price; 
the  manufacturer  finally  gets  what  remains,  his  own  gross  receipt." 
The  manufacturer  of  goods  of  this  kind  manifestly  does  not  "get  what 
remains."  Conditions  of  competition  force  him  to  determine  at  the 
outset  what  shall  "remain,"  by  deciding  how  much  "quality"  he  must 
put  into  the  goods  in  order  to  get  the  business.  And,  finally,  with  com- 
petition between  brands  granted,  the  public  has  ample  freedom  to 
decline  to  buy  if  price  or  quality  or  condition  of  sale  are  not  satisfactory. 

The  price  maintenance  problem  in  the  light  of  the  foregoing  discus- 
sion may  be  sunmied  up  in  a  final  query:  In  the  case  of  identified 
merchandise,  made  and  sold  under  competitive  conditions,  does  price 
fnaintenance  or  price  cutting  offer  better  protection  of  the  public 
interest? 

This  question  obviously  involves  the  further  question  whether  the 
public  "in  the  long  run"  shall  have  their  ability  to  get  such  goods 
seriously  impaired.  The  interests  of  the  consumer  in  a  case  of  this 
kind  are  obvious.    If  the  identified  goods  are  of  such  a  nature  that  he 


d06  American  Economic  Association 

desires  them  after  test^  there  is  substantial  gain  to  him  in  having  them 
accessible  and  in  not  being  obliged  to  test  new  goods  continnonalj. 
This  is  quite  aside  from  the  question  whether  the  intrinsic  qualities  of 
any  such  goods  be  high  or  low. 

Nor  is  the  unfair-trading  element  in  competition  by  large  scale 
retailers  a  negligible  factor  in  the  problem.  There  are  now  estimated 
to  be  nearly  2800  chains  of  stores  in  this  country  operating  over 
30^000  stores.  Of  these  over  500  chains  with  8000  stores  are  in  the 
grocery  business  and  200  chains  with  1400  stores  in  the  drug  business. 
About  half  of  the  grocery  stores  in  Philadelphia  are  said  to  be  con- 
trolled by  four  concerns.  In  several  cities  the  chains  do  over  25  per 
cent  of  the  grocery  business  and  the  percentage  in  Philadelphia  is 
estimated  to  be  between  60  per  cent  and  70  per  cent.  Departnmt 
stores  now  number  at  least  8000  and  it  is  estimated  that  about  1100 
of  these  do  over  40  per  cent  of  the  dry  goods  and  women's  "ready-to- 
wear"  clothing  business  of  the  country. 

These  new  types  of  distributer  with  large  capital  may  in  themselves 
represent  an  advance  toward  better^  and  perhaps  more  economical, 
distribution.  But  there  are  as  yet  no  facts  available  to  show  that  they 
are  able  actually  to  operate^  in  any  except  a  few  lines^  at  less  cost  than 
their  smaller  competitors.  If  they  can  do  this^  nothing  can^  or  should 
stop  their  growth.  But  a  feature  of  the  price  maintenance  problem 
which  cannot  be  neglected  is  this  question  whether  such  concerns  are 
apt  to  use  price  cutting  (in  connection  with  their  own  large  capital  and 
the  established  reputation  of  identified  goods)  as  a  means  for  helping 
themselves  create  conditions  of  unfair  trading  in  merchandise  dis- 
tribution. If  they  are  apt  to  do  this  the  policy  of  non-interference  can- 
not be  advocated  as  a  safe  one  in  the  public  interest 

4.  Conclusions. — Professor  Taussig's  first  two  conclusions  are:  (1) 
"There  is  no  public  gain  from  giving  an  article  an  outward  appur- 
tenance of  special  merit"  (2)  "There  is  still  less  a  public  gain  from 
compelling  retail  dealings  to  be  made  in  the  good  old  way  and  at  the 
good  old  expense."  Neither  of  these  conclusions  touches  any  of  the 
really  vital  points  involved  in  a  choice  between  price  maintenance 
and  price  cutting  in  the  field  under  consideration.  Both  may  be  true, 
but  neither  concerns  the  main  issue,  which  is  whether  the  retailer 
alone  is  to  decide  the  price  of  goods  for  whose  reputation  he  is  not 
responsible. 

He  next  holds:  (8)  "The  solution  which  has  been  reached  by  the 
courts  is  well  enough."  (4)  "The  common-law  mode  of  dealing  with 
it  suffices."  These  two  sentences  do  not  picture  accurately  the  present 
legal  status  of  price  maintenance.    By  the  present  interpretation  of  the 
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law  such  contracts  are  not  merely  unenforcible ;  they  are  illegal.  That 
is  one  reason  why  new  legislation  is  urged.  Under  present  conditions 
price  cutting  is  legal.  Price  maintenance  by  contract  apparently  is 
a  penal  offence. 

His  final  conclusion  is:  (5)  "Let  the  retailer  retail  as  he  sees 
fit  and  continue  to  trust  in  the  efficacy  of  competition  for  cheapening 
the  methods  of  distribution^  and  in  the  good  sense  of  the  purchasing 
public  for  assuring  to  them  goods  of  the  kind  they  really  want."  Is 
the  retailer  the  only  factor  in  the  situation  who  is  to  operate  without 
restraint?  Can  the  retailer  with  large  capital  always  be  trusted  to 
employ  in  competition  only  such  methods  as  are  in  harmony  with  the 
public  welfare?  Is  the  good  sense  of  the  public  effective  against  all 
the  commercial  devices  that  may  be  pitted  against  it? 

This  price  maintenance  question  is  one  which^  at  this  stage^  cannot 
be  discussed  satisfactorily  as  a  problem  in  economic  theory.  What 
seems  necessary  first  is  a  plain^  detached  statement  of  the  issues.  This 
should  be  followed  by  an  investigation  into  the  facts^  which  will  be  a 
long  and  difficult  process.  After  this  the  economic  principles  involved 
may  be  stated  with  some  degree  of  conformity  to  the  facts.  Meanwhile^ 
certain  obvious  abuses^  both  of  restricted  prices  and  unrestricted  prices, 
may  well  be  given  recognition  as  important  factors  in  the  problem. 

R.  R.  Bowker:  It  has  been  my  privilege,  as  once  upon  a  time  an 
economist,  trained  in  the  non-interference  or  classical  school  of  eco- 
nomics under  my  friend  and  master,  David  A.  Wells,  to  apply  and  test 
economic  principles  in  a  varied  business  experience.  Some  concrete 
examples  from  this  experience  may  be  useful  in  this  discussion,  and  I 
trust  as  an  early  member  of  this  Association  that  I  have  not  lost 
standing  in  it  because  I  do  not  wear  a  professor's  gown  and  that  most  of 
my  work  as  a  writer  on  economics  was  done  years  ago.  But  first  let 
me  emphasise  protest  against  the  assumption  which  underlies  Profes- 
sor Taussig's  conclusion  in  his  fair  and  discriminating  paper,  that  the 
Stevens  Bill  is  a  measure  imposing  new  restrictions  upon  trade.  On 
the  contrary,  it  is  a  corrective  of  the  restrictions  of  the  Sherman  Anti- 
Trust  Law,  clarifying  the  situation.  For  those  of  us  who  are  directors 
of  manufacturing  corporations  are  in  honest  perplexity  as  to  what  we 
can  do  or  what  we  cannot  do,  under  penalty  of  going  to  jail. 

In  ten  years'  administration  of  the  Edison  Company  of  New  York, 
I  was  able,  not  without  difficulty,  to  apply  the  principle  of  equal  rates 
to  all  consumers  under  like  conditions.  This  enabled  us  to  increase 
our  customers,  to  widen  our  market,  and  from  time  to  time  to  reduce 
rates  while  increasing  dividends.    The  best  business  compliment  I  ever 
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had  was  that  if  this  policy  had  been  general  on  the  part  of  pablie 
utility  corporations^  public  service  commissions  would  have  been  un- 
necessary and  the  public  saved  their  cost  and  some  incidental  scandal 
This  was  price  maintenance  directly  between  the  manufacturer  and 
consumer,  but  its  effect  illustrates  the  value  of  the  principle.  At  the 
other  extreme,  as  a  consumer,  I  own  two  Ford  automobiles — and  I 
want  none  better.  Henry  Ford,  basing  business  development  on  price 
maintenance,  has  done  the  world  and  my  particular  self  the  service 
of  producing  an  article  of  best  quality  at  the  lowest  possible  price 
and  at  a  decreasing  price,  because  he  controlled  his  market  in  the 
mutual  interest  of  buyer  and  seller  and  made  no  special  terms  of  cut- 
prices  to  any  one. 

Of  later  years  I  have  been  a  director  of  an  industrial  corporation 
which  manufactures  a  farm  implement  of  high  quality  and  of  very 
wide  use.  It  has  based  its  successful  business  development  on  fixed 
prices  and  it  now  does  a  business  of  some  millions  a  year.  It  spends 
from  a  hundred  thousand  to  a  quarter  million  dollars  yearly  in  adver- 
tising and  it  has  spent  hundreds  of  thousands  in  experiment  and  better- 
ment, with  or  beyond  patent  protection,  to  keep  its  product  of  the  hi^ 
est  quality.  It  has  saved  probably  a  hundred  million  dollars  and  more 
to  the  dairy  industry  of  the  country.  There  is  intense  competition  in 
the  business  and  no  kind  of  combination  or  conspiracy  to  keep  up  prices. 
The  mail-order  houses,  of  which  I  am  also  a  customer  and  which  do  a 
considerable  business  service  to  the  community,  sell  competing  machines 
of  fair  quality  for  a  half  or  a  third  of  our  prices.  Our  policy  has  always 
been  to  g^t  a  g^od  price  and  good  profit  for  the  best  thing  and  to  have 
a  fair  and  uniform  price  to  all  users.  Price  maintenance  has  enabled 
us  to  make  and  keep  our  product  the  best — so  at  least  we  believe.  The 
distributing  business  is  partly  through  agents  and  partly  through 
implement  dealers,  and  it  is  a  serious  dilemma  whether,  under  the  Sher- 
man Law,  as  construed  by  the  courts,  we  can  or  cannot  protect  prices 
to  consumers  through  these  dealers,  but  must  have  recourse  to  the 
agency  system. 

In  quite  another  field,  one  of  the  periodicals  of  my  company  is 
the  organ  of  the  book  trade,  so  that  I  have  necessarily  kept  in  touch 
with  the  price-maintenance  question  regarding  books,  which  are  pe- 
culiarly "identified"  and  "identical"  articles  widely  advertised,  and 
therefore  useful  as  leaders  to  price  cutters.  Price  maintenance  under 
the  net-price  system  has  of  recent  years  largely  increased  the  sale  of 
books,  and  incidentally  the  prosperity  and  to  some  extent  the  number 
of  retail  bookstores,  an  important  cultural  element  in  the  community. 
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The  previous  cut-price  system  had  proved  most  demoralizing^  retailers 
and  jobbers  demanded  larger  and  larger  trade  discounts  to  permit 
cutting,  and  advertised  retail  prices  had  to  be  correspondingly  in- 
creased ;  while  the  introduction  of  net  prices  in  some  cases  reduced  the 
retail  prices  of  books  and  generally  operated  to  prevent  the  increase 
of  advertised  prices,  despite  the  general  increase  in  material  so. 
considerable  in  recent  years.  There  are  two  department  stores  in 
New  York  both  of  which  have  notable  book  departments,  excellently 
equipped  and  managed  bookstores,  one  of  which  makes  a  point  of 
cut-prices,  while  the  other  is  loyal  to  price  maintenance.  One  of  these 
is  the  successor  of  A.  T.  Stewart,  pioneer  in  the  department  store  busi- 
ness, who  did  the  community  the  great  service  of  replacing  with  fixed 
retail  price  the  old  system  of  bargaining  and  haggling  which  wasted  the 
time  of  lady  shoppers  and  salespeople  when  I  was  a  boy  and  did  my 
mother's  errands.  Both  stores  are  good  advertisers  and  do  good 
merchandising.  The  cut-price  establishment  has  successfully  fought  the 
Publishers'  Association  under  the  Sherman  Law  and  has  made  much 
advertising  capital  out  of  the  fight.  I  have  reason  to  know  that  it  has 
sold  books  at  less  than  the  price  at  which  they  were  actually  bought, 
and  it  stands  to  reason  that  when  the  "spread"  on  one  line  of  goods  is 
low  or  negative,  as  in  this  case,  the  "spread"  on  the  other  lines  must  be 
made  proportionately  greater — ^to  the  disadvantage  of  the  consumer 
who  is  led  to  think  that  he  can  buy  other  goods  as  cheaply  as  books. 
Otherwise  department  stores  must  fail  as  many  have  failed  in  New 
York. 

The  overhead  charges  of  a  retail  bookstore  are  high,  exceeding 
twenty-five  per  cent,  and  requiring  a  "spread"  of  a  third  of  the  retail 
price  to  give  any  margin  of  profit ;  but  the  overhead  costs  of  a  depart- 
ment store  are  as  high  and  probably  higher,  as  the  figures  published  in 
System  have  indicated.  The  experience  of  the  book  trade,  as  to  price 
maintenance  and  price-cutting,  is  to  my  mind  one  of  the  best  illustra- 
tions of  the  desirability  of  the  Stevens  Bill.  I  may  add  that  on  our 
own  periodicals  a  definite  system  of  fixed  prices  for  advertising,  giving 
like  rates  for  like  quantities  of  advertising,  has  been  the  absolute  rule 
for  years,  to  the  mutual  advantage  and  satisfaction  on  the  whole  of 
proprietors,  advertising  representatives,  and  advertisers. 

Let  me  again  emphasize  what  Mr.  Stevens  has,  I  think,  made  clear, 
that  the  bill  which  bears  his  name — I  refer  to  it  in  principle  rather  than 
in  detail,  for  it  is  not  without  ambiguities  and  may  need  clarifying 
and  correction — ^is  not  a  restrictive,  paternal  measure,  but  simply  a 
correction  of  the  unfortunate  extremes  to  which  the  Sherman  Anti- 
Trust  Law  has  carried  restriction. 


THE  RELATION   OF  PUBLIC  FINANCE   TO  PRIVATE 

CREDIT^ 

By  Wbllaed  Straight 
New  York 

The  economist  or  the  student  of  finance,  in  discussing  the  theory 
of  credits,  must  necessarily  analyze  the  interaction  of  gold  re- 
serves, of  inflation  and  depreciation,  and  the  effect  of  favorable 
or  adverse  balances  of  trade.  Deferring  to  your  superior  knowl- 
edge of  these  most  interesting  and  important  matters,  I  shall  not 
attempt  to  deal  therewith.  I  shall,  if  I  may,  ask  you  to  approach 
the  general  subject  from  a  somewhat  different  angle,  and  to  regard 
private  credit  as  the  national  basis  upon  which  any  constructive 
international  commercial  and  financial  development  must  depoid. 

In  the  past,  we  in  the  United  States  unfortunately  have  been  ac- 
customed too  generally  to  consider  credit  problems  not  on  their 
intrinsic  merits  but  from  partisan  points  of  view.  Thanks  to  our 
enormous  resources,  we  have  been  able  to  borrow  freely,  and  on 
easy  terms,  from  Europe.  Our  own  capital,  therefore,  inevitably 
has  been  attracted  by  quick  returns,  and  we  have  been  influenced 
by  reasons  of  immediate  expediency  rather  than  guided  by  a  clear 
conception  of  the  ultimate  goal.  In  consequence,  we  were  long 
blind  to  the  necessity  of  evolving  a  well-balanced,  consistent,  and 
progressive  national  financial  policy,  designed  to  correlate  and 
galvanize  into  effective  cooperation  the  agricultural,  industrial, 
and  commercial  activities  from  whose  cumulative  power  such  * 
policy  should  derive  its  momentum.  Our  failure  to  appreciate  the 
importance  of  creating  adequate  credit  machinery  cost  us  dearly. 
We  persistently  disregarded  the  bitter  experience  of  recurring 
panics,  and  were  long  deaf  to  the  recommendations  of  men  who, 
like  the  late  Senator  Aldrich  and  Mr.  Paul  Warburg,  urged  the 
organization  of  a  banking  system  which  would  enable  us  to  mobilize 
our  reserves  and  to  utilize  to  the  fullest  extent  our  credit  resources. 

In  the  twenty  years  preceding  our  Civil  War,  the  United  States 
had  traded  in  every  sea.  Foreign  commerce  in  those  days  was 
largely  a  question  of  barter.  The  intricate  problems  of  inter- 
national finance,  which  are  now  so  absorbing,  were  unheard  of, 
and   the   development   of  markets   by  judicious   investment  was 

^  Read  at  the  joint  meeting  of  the  American  Economic  Association  and  the 
Second  Pan  American  Scientific  Congress,  December  SO,  1915. 


Relation  of  Public  Finance  to  Private  Credit  Sll 

virtually  unknown.  Great  Britain,  Grermany,  and  France  later 
discovered  that  bankers  held  the  golden  key  to  overseas  trade. 
We,  however,  were  busily  engaged  in  borrowing  abroad  and  our- 
selves had  no  surplus  funds  for  foreign  investment.  We  exported 
raw  materials  and  imported  manufactured  goods.  Following  the 
Spanish  War,  however,  American  industry,  through  the  great  com- 
binations, became  organized  in  units  sufficiently  powerful  to  enable 
it  to  enter  the  export  trade.  Our  manufacturers  soon  realized 
that  unless  American  bankers  would  finance  their  foreign  custo- 
mers, they  could  not  compete  with  British  and  Grerman  industry. 
An  American  banking  group  was  organized  for  China,  and  loans 
to  South  and  Central  American  republics  were  considered.  A 
certain  stage  of  what  might  be  termed  economic  saturation  having 
been  reached  within  our  own  boundaries,  we  began  to  look  abroad. 
Just  as  the  development  of  our  eastern  seaboard  enabled  the  mer- 
chants of  the  early  fifties  to  hold  their  own  in  the  trading  compe- 
tition of  the  period,  so  the  general  standard  throughout  our 
country  just  prior  to  the  European  War  had  brought  our  bankers 
and  manufacturers  to  the  point  where  increasing  production  and 
accumulating  capital  at  home,  and  the  ability  to  borrow  on  low 
terms  in  London  and  Paris,  made  them  anxious  to  enter  the  finan- 
cial-conmiercial  struggle  for  trade  with  the  as  yet  undeveloped 
comers  of  the  earth.  The  Federal  Reserve  Act,  by  releasing 
reserves,  added  tremendously  to  our  credit  resources  and  promised 
to  give  a  fresh  impetus  to  our  desire  for  trade  expansion.  Before 
the  efficacy  of  this  new  machinery  could  be  tested,  however,  it  was 
subjected  to  the  sudden  strain  of  war. 

The  American  republics  were  differently  affected  by  this  world- 
wide crisis.  We,  who  have  been  able  to  sell  largely  to  Europe,  have 
been  enriched.  The  countries  which  have  depended  upon  Euro- 
pean capital  for  their  development  have  been  obliged  to  postpone 
many  important  works.  But  all  of  us  shall  be  wise  indeed  if,  by 
closely  observing  the  manner  in  which  the  nations  now  at  war  deal 
with  the  problems  to  which  this  crisis  has  given  rise,  we  are  able  to 
profit  by  their  example  and  to  avoid  the  consequences  of  their 
mistakes. 

At  the  outset,  Germany  alone  was  prepared.  Not  only  her 
armies,  but  her  financial  and  industrial  resources,  were  at  once 
mobilized.  In  France  and  in  Great  Britain,  the  magnitude  of  the 
task  and  the  necessity  for  correlating  every  form  of  national  ac- 
tivity in  the  supreme  struggle  for  victory  was  not  at  once  realized. 


212  American  Economic  Association 

But  coincident  with  military  and  naval  endeavor,  the  importance 
of  conserving  national  credit  was  recognized  from  the  outset.  The 
German  problem  of  war  finance  has  been  simplified  by  Grermany's 
inability  to  import  goods  from  abroad.  The  question  of  at  present 
providing  gold  exchange  has  consequently  been  one  of  subordinate 
importance.  Great  Britain  and  France,  on  the  other  hand,  have 
been  obliged  to  purchase  vast  quantities  of  material,  and  their 
financial  measures  will  repay  the  most  careful  study.  Eariy  steps 
were  taken  by  these  two  governments  to  assure  the  continuance  of 
business  as  nearly  as  possible  along  normal  lines.  In  Kngland, 
bill  brokers  and  foreign  exchange  houses,  as  well  as  manufacturers 
and  merchants  engaged  in  overseas  trade,  were  given  special  guar- 
antees by  the  government.  Proceeds  of  the  war  loans  were  utilized 
in  a  manner  calculated  to  assure  uninterrupted  and  profitable 
business,  in  order  that  the  proceeds  thereof  might  be  subject  to 
yet  further  calls.  When  the  London  Stock  Exchange  was  opened 
early  in  the  present  year,  it  was  announced  that  no  new  foreign 
issues  might  be  made  without  the  permission  of  the  Chancellor  of 
the  Exchequer.  The  financial  resources  of  Great  Britain  were  to 
be  conserved  for  the  prosecution  of  the  war.  Pressure  was  brought 
to  bear  upon  British  investors  to  induce  them  to  sell  their  holdings 
of  American  securities  in  order  that  they  might  invest  in  the 
British  war  loans.  Only  recently  the  government  has  taken  steps 
to  mobilize  American  obligations  held  in  Great  Britain,  to  be 
utilized  under  government  direction  to  maintain  exchange  be- 
tween London  and  New  York.  In  France,  through  the  cooperation 
of  some  of  the  large  private  banking  houses,  French  investors  were 
induced  to  deposit  their  holdings  of  American  issues  to  proride 
the  basis  for  a  credit  which  was  negotiated  in  this  country.  In 
both  England  and  France,  every  effort  was  made  to  issue  war  loans 
in  a  form  which  would  attract  the  small  investor.  In  other  words, 
European  financial  policies  have  been  calculated  to  insure  the 
national  organization  of  credit  to  provide  means  for  continuing 
the  war  not  only  by  financing  military  operations,  but  by  granting 
extraordinary  facilities  to  conserve  financial,  industrial,  and  com- 
mercial resources  to  the  fullest  extent  possible.  Such  synchroniza- 
tion of  effort — cooperation  on  such  a  scale — is  without  precedent. 
For  us  in  the  United  States  at  least,  it  would,  in  the  absence  of 
special  legislation,  be  impossible.  Yet  we  too  have  widened  our 
financial  outlook  and  engaged  in  operations  which  two  years  ago 
we  should  have  considered  fantastic.    In  the  autumn  of  1914,  our 
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most  pressing  problem,  the  stabilization  of  exchange  by  the  settle- 
ment of  our  immediate  debt  to  Europe,  required  the  united  energy 
of  the  newly  organized  Federal  Reserve  Board  and  the  bankers 
who  loyally  stepped  into  the  breach.  Within  six  months  after  the 
commencement  of  hostilities,  however,  we  were  busily  engaged  in 
this  country  in  devising  ways  and  means  by  which  we  might  as- 
sist Europe  to  pay  for  our  goods  which  were  being  purchased  in 
increasing  volume.  We  bought  back  from  Europe  great  quan- 
tities of  our  securities.  A  series  of  minor  credit  operations  culmi- 
nated in  the  flotation  of  the  great  Allied  loan.  The  success  of  the 
war  loans  in  Great  Britain,  France,  and  Grermany  depended  upon 
the  credit  of  the  countless  private  individuals  who  subscribed  their 
savings  to  support  mobilized  and  correlated  military,  financial, 
industrial,  and  commercial  activities.  In  making  a  public  offering 
of  the  Anglo-French  loan  in  this  country,  the  American  bankers 
were  performing  a  function  analogous  to  that  of  the  governments 
in  Europe.  By  mobilizing  our  private  capital,  they  were  endeavor- 
ing to  create  a  public  credit  to  finance  the  great  export  trade  from 
which  our  present  prosperity  has  been  derived.  This  transaction 
was  almost  as  important  to  this  country  as  a  whole  as  it  was  to 
the  powers  now  at  war.  Every  individual  who  has  invested  in  the 
European  credits  which  have  been  negotiated  here  has  stimulated 
American  industry  by  facilitating  the  export  of  American  goods 
and,  by  acquiring  a  private  investment,  has  performed  a  public 
service. 

Prior  to  the  outbreak  of  the  war  in  Europe,  there  had  been  inti- 
mate commercial  relations  between  the  American  nations.  The 
trade  between  this  country  and  our  sister  republics  farther  to  the 
south,  however,  had  not  been  developed.  There  was  a  long  estab- 
lished British  and  French  investment  in  the  Argentine,  in  Brazil, 
in  Uruguay,  in  Chile,  and  Peru,  and  the  dealing  between  South 
and  North  America  were  largely  conducted  through  London  and 
Paris.  The  relationship  was  triangular — ^imports  into  the  United 
States  from  South  America  were  heavily  in  excess  of  our  exports — 
and  our  debit  balance  was  settled  in  pounds  sterling.  The  decla- 
ration of  moratoria,  the  dislocation  of  credit  machinery,  the  in- 
terruption of  shipping,  affected  the  entire  American  continent. 
Canada  only  was  at  war.  The  neutral  nations,  finding  the  old 
channels  of  trade  suddenly  blocked,  looked  to  each  other.  We  set 
to  work  to  examine  our  mutual  needs,  and  endeavored  to  find  means 
by  which  we  might  be  of  mutual  assistance.     Steps  were  taken  to 
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handle  exchange  direct  between  New  York  and  the  other  American 
financial  centers.  Branches  of  the  National  City  Bank  were  opened 
to  provide  facilities  which  had  not  theretofore  existed.  Informal 
discussions  between  diplomats  and  representatives  of  American 
business  developed  into  the  Fan-American  Financial  Conference 
held  last  spring  under  the  auspices  of  our  Secretary  of  the  Treas- 
ury. Fan- Americanism,  which  too  long  had  been  a  pleasant  after- 
dinner  phrase,  gradually  assumed  practical  significance,  as  it  was 
realized  more  generally  throughout  both  continents  that  an  in- 
creasing intimacy  would  be  mutually  beneficial. 

It  is  difficult  to  generalize.  Each  nation  has  problems  peculiarly 
its  own,  which  must  be  given  separate  consideration  and  regarded 
in  the  light  of  particular  needs.  It  is,  nevertheless,  possible  to 
state  that,  in  almost  every  case,  the  republics  to  the  south  require 
capital  for  their  development,  while  the  United  States  is  seeking 
more  extensive  markets  for  its  manufactured  goods. 

By  reason  of  our  present  great  and  increasing  prosperity,  and 
the  restrictions  which  the  necessity  for  reconstruction  will  impose 
upon  the  European  bankers  who  have  hitherto  financed  develop- 
ment enterprises  throughout  the  world,  it  would  seem  inevitable 
that  those  who  are  seeking  capital  must,  for  a  time  at  least,  largely 
depend  upon  the  accommodation  which  they  may  be  able  to  secure 
in  this  country.  Fortunately,  with  the  increase  of  our  investing 
power,  there  has  come  a  rapidly  growing  appreciation  of  the  fact 
that  this  power,  constituting  as  it  does  a  national  asset,  should 
be  utilized  for  national  ends.  The  resources  which  we  shall  have 
at  our  command  will  undoubtedly  in  some  measure  be  available  for 
the  rehabilitation  of  European  industry  after  the  war.  It  will 
be  to  our  selfish  interest  to  assist  in  so  far  as  we  consistently  can 
in  the  restoration  of  normal  financial  and  commercial  conditions 
throughout  the  world.  In  order  that  American  industry,  upon 
which  our  prosperity  so  largely  depends,  may  benefit  by  the  use 
of  our  lending  power,  however,  it  must  be  a  primary  feature  of 
our  policy,  as  far  as  possible,  to  utilize  our  available  capital  in  co- 
operation with  the  borrowers  to  create  cmd  assure  a  market  for 
American  goods.  But  the  readiness  of  American  bankers  to  under- 
take to  offer  foreign  securities  will  necessarily  depend  upon  the 
credit  of  the  prospective  borrower,  and  upon  the  return  to  be  de- 
rived from  the  purchase  of  the  securities  offered.  The  credit  of 
certain  of  our  sister  republics  in  South  and  Central  America  is 
unquestioned,  but  the  development  of  others,  equally  rich  in 
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sources,  has  in  the  past  been  hampered  by  political  disturbance. 
They  have  afforded  fields  for  speculation,  rather  than  for  invest- 
ment, €md  foreign  capital  has  too  frequently  allied  itself  with  one 
political  party  or  another  for  illicit  mutual  gain,  rather  than  to 
secure  a  legitimate  profit  for  public  work  well  done.  It  has  often 
been  urged  that  our  own  government  should  in  some  way  guarantee 
or  assure  the  safety  of  foreign  investments  undertaken  by  its 
nationals.  Our  State  Department  may  use  its  good  offices  to 
secure  the  enforcement  of  a  just  contract  entered  into  in  good 
faith,  but  it  cannot,  and  should  not,  act  as  a  collecting  agency. 
It  is  in  the  interest  of  those  who  desire  to  borrow,  nations  as  well  as 
individuals,  to  maintain  their  credit  in  order  that  they  may  secure 
necessary  financial  assistance  on  reasonable  terms.  To  assure 
jmblic  is  to  safeguard  private  credit.  Where  private  credit  is  un- 
questioned, national  borrowing  power  is  secure. 

The  European  War  has  given  to  the  American  republics  a  new  • 
bond  of  mutual  dependence.  Politically  we  are  closer  than  ever 
before.  In  our  mutual  necessity,  there  is  a  need,  and  at  the  same 
time  an  opportunity,  for  much  more  intimate  commercial  and  finan- 
cial cooperation.  You  require  capital,  while  we  in  turn  must  try 
to  stimulate  the  exchange  of  products  between  this  country  and 
our  sister  republics  to  the  south.  In  order  that  we  may  sell  our 
goods  to  you,  we  must  enable  you  to  produce  more  which  we  in 
turn  can  purchase.  We  are  beginning  to  realize  that  we  must 
furnish  capital  to  our  customers  if  we  would  market  our  goods. 
We  must  maintain  a  relationship  which,  in  being  mutually  profit- 
able, will  bring  a  better  mutual  understanding  of  our  aspirations 
and  ideals.  Such  a  relationship  can  be  established  if  those  who 
would  secure  financial  assistance  offer  conditions  which  will  attract 
our  investment,  and  if  we  in  turn  are  willing  to  grant  the  credits 
which  will  enable  you  to  purchase  in  this  country  the  articles  which 
you  require.  Both  lender  and  borrower  must  mobilize  private 
credit — the  borrower  in  order  that  he  may  borrow  advantageously 
for  the  development  of  his  resources,  the  lender  in  order  that  he 
may  lend  intelligently  for  the  extension  of  his  national  trade. 
Private  credit  is  the  ultimate  basis  of  international  finance,  and 
we  are  just  entering  upon  an  era  where  public  finance  will  play  an 
increasingly  important  part  as  the  most  powerful  instrument  of 
constructive  domestic,  as  well  as  foreign,  national  policy. 


MINUTES  OF  BUSINESS  MEETINGS  AT  WASHINGTON 

DscBMBBa  28  TO  80^  1915 

In  accordance  with  the  announcement  in  the  program  of  the  ftnn^^^ 
meetings  the  Executive  Committee  met  in  Room  116,  Hotel  Ralei^,  at 
2  P.M.,  Tuesday,  December  28.  There  yrere  present  President  Will- 
coz  and  Messrs.  Carver,  Ely,  Famam,  Hammond,  Hollander,  Kinlej, 
Marshall,  Mitchell,  Taussig,  and  Young. 

The  minutes  of  the  previous  meeting  having  been  mailed  to  the 
members  of  the  committee,  and  incorporated,  in  abridged  form,  in  the 
annual  report  of  the  Secretary,  their  reading  was  dispensed  with. 

The  Secretary  suggested  that  an  index  covering  the  first  three  series 
of  the  Publications  of  the  Association  together  with  the  Econowiic 
Studies  would  be  useful.  It  was  voted  to  empower  the  Secretary  to 
prepare  and  publish  such  an  index. 

Invitations  for  the  annual  meeting  for  1916  having  been  received 
from  Cleveland,  Columbus,  and  Cincinnati,  Ohio,  and  from  Lexington, 
Kentucky,  as  well  as  from  commercial  organizations  in  certain  other 
cities,  it  was  voted  that  the  choice  be  narrowed  to  Columbus  and  Lexing- 
ton. Some  members  of  the  committee  felt  that  since  Lexington  had 
once  been  awarded  the  meeting  for  1915,  and  since  our  would-be  hosts 
had  courteously  permitted  us  to  change  to  Washington  in  order  to 
cooperate  with  the  Pan  American  Scientific  Congress,  the  Association 
might  be  deemed  to  be  committed  in  a  measure  to  Lexington  as  its  next 
place  of  meeting.  But  the  claims  of  Columbus  were  cogently  set  forth 
by  Professor  Hammond,  and  its  greater  accessibility  was  a  factor 
influencing  some  of  the  committee.  A  test  vote  was  taken,  resulting 
in  a  tie,  so  the  matter  was  referred  to  the  ensuing  business  meeting  of 
the  Association  for  an  expression  of  opinion. 


A  business  meeting  of  the  Association  was  held  in  the  Oak  Room, 
Hotel  Raleigh,  on  Wednesday,  December  29,  at  9.80  a.m.,  with 
President  Willcox  presiding. 

The  reports  of  the  Secretary,  the  Treasurer,  and  the  Auditing  Com- 
mittee were  read  and  each  was,  by  vote,  approved. 

Professor  Willcox  presented  a  preliminary  report  for  the  Committee 
on  Federal  Statistics,^  giving  an  account  of  its  organization  and  its 
proposed  procedure. 

The  Secretary  explained  that  the  Committee  on  Academic  Freedom 

^Proceedings  Twenty-seventh  Annual  Meeting,  p.  309. 
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and  Academic  Tennre/  which  had  been  merged  in  a  general  committee 
of  the  American  Association  of  University  Professors,  would  not  make  a 
further  separate  report,  but  that  the  report  of  the  general  committee 
would  be  presented  at  a  meeting  of  the  Association  of  University  Pro- 
fessors on  the  en<yu'"g  Friday  evening,  to  which  members  of  the  Ameri- 
can Economic  Association  were  invited. 

The  President  announced  the  appointment  of  the  following  com- 
mittees: On  nominations:  Messrs.  David  Kinley,  6.  £.  Bamett,  F.  A. 
Fetter,  E.  R.  A.  Seligman;  On  resolutions:  Messrs.  H.  B.  Gardner, 
H.  A.  Millis,  and  W.  C.  MitcheU. 

Mr.  R.  R.  Bowker  then  presented  the  following  resolution,  which  by 
vote  was  referred  to  the  Executive  Committee. 

RnoLVii^  That  the  President  be  autborized  to  appoint  a  special  committee 
on  cottrdination,  efficiency,  and  economy  in  taxation,  to  consist  of  five  members, 
with  power  to  add  to  their  number  and  to  include  representatives  of  federal, 
states  or  municipal  governments  or  taadng  authorities,  which  committee  may 
act  cottperatively  or  Jointly  with  any  like  committee  from  the  National  Tax 
Association  or  other  bodies. 

The  Secretary  submitted  the  following  resolution,  which  was  adopted 
by  vote: 

RnoLvn^  That  the  President  be  empowered  to  appoint  a  committee  of  three 
members,  to  consider  the  advisability  of  the  publication  by  the  Association  of 
an  annual  or  occasional  prise  monograph,  and  to  report  upon  plans  and  rules 
for  the  competition,  if  such  be  deemed  advisable. 

On  motion  of  Professor  David  Kinley  it  was  voted  that  a  committee 
of  five  be  appointed  to  see  that  the  proper  courtesies  were  extended  on 
behalf  of  the  Association  to  the  economists  from  South  America  in 
attendance  upon  the  Second  Pan  American  Scientific  Congress.  The 
President  appointed  the  following  committee:  Messrs.  David  Kinley, 
F.  W.  Taussig,  E.  R.  A.  Seligman,  R.  T.  Ely,  J.  H.  Hollander. 

The  Executive  Committee  having  requested  the  members  of  the 
Association  to  express  their  choice  as  between  Columbus  and  Lexingrton 
as  the  place  of  holding  the  twenty-ninth  annual  meeting,  an  informal 
vote  was  taken,  in  which  the  majority  of  those  present  indicated  a 
preference  for  Columbus. 


A  business  meeting  of  the  Association  was  held  on  Thursday,  De- 
cember 80,  at  9.30  A.M.,  in  the  Banquet  Hall  of  the  Hotel  Raleigh, 
with  President  Willcox  in  the  chair. 

The  Conmiittee  on  Resolutions  presented  the  following  report,  to- 

*See  bdow,  p.  980. 
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gether  with  the  recommendation  that  it  be  entered  on  the  records  of 
the  Association^  and  that  copies  be  sent  to  the  proper  representatives 
of  the  bodies  referred  to.  By  unanimous  vote  the  report  was  adopted 
and  the  recommendation  approved. 

The  American  Economic  Association  wishes  to  express  to  the  local  members 
of  the  Association,  the  joint  conmiittee  of  the  allied  associations  meeting  in 
Washington  at  this  time»  and  to  Mr.  H.  J.  Harris,  chairman,  and  the  other 
members  of  the  local  committee  of  the  Association,  its  sincere  appredatioo  of 
their  generosity  and  labor  which  have  contributed  so  much  to  the  success  of 
its  twenty-eighth  annual  meeting. 

It  desires  also  to  thank  the  officers  and  executive  committee  of  the  Second 
Pan  American  Scientific  Congress  for  affording  the  members  of  this  Asso- 
ciation the  opportunity  of  meeting  and  cooperating  with  the  economists  from 
South  and  Central  American  countries  attending  that  Congress,  and  to  express 
i^s  grateful  acknowledgment  of  the  hospitality  of  the  Regents  and  Secretary 
of  the  Smithsonian  Institution. 

Hekky  B.  Gabdkkr 
H.  A  Mnxn 
Wesley  C.  Mitcheix 

Committee  on  ResokUiant, 

Professor  David  Kinley  presented  the  report  of  the  Committee  on 
Nominations^  as  follows:  for  President^  T.  N.  Carver;  for  Vice-Presi- 
dent>  P.  M.  Warburg^  T.  S.  Adams^  and  M.  B.  Hammond;  for  Secre- 
tary-Treasurer, A.  A.  Young;  for  members  of  the  Executive  Com- 
mittee^ W.  H.  Glasson  and  F.  R.  Fairchild;  for  members  of  the 
Editorial  Board,  J.  L.  Coulter  and  T.  W.  Page. 

It  was  unanimously  voted  to  accept  this  report  and  to  authorize  tbt 
Secretary  to  cast  the  vote  of  the  members  present  for  the  list  of  offi- 
cers named.    The  vote  was  so  cast  and  the  officers  named  were  elected. 

Mr.   E.  A.  Golden weiser  presented  the   following  resolution: 

Resolved,  That  the  President  appoint  a  committee  of  three  members  to  con- 
sider the  question  whether  the  present  method  of  arranging  the  programs  of 
the  annual  meetings  is  susceptible  of  improvement;  such  committee  to  report 
its  findings  to  the  Association  at  the  next  annual  meeting. 

Upon  motion  of  Professor  David  Kinley  the  resolution  was  amended 
so  as  to  read: 
Resolved,  That  the  Association  elect  a  committee  of  three  members  [etc]. 

As  thus  amended  the  resolution  was  adopted,  and  Messrs.  L.  C. 
Marshall,  E.  A.  Goldenweiser,  and  B.  M.  Anderson,  Jr.,  were  elected 
members  of  the  committee. 


The  Executive  Committee  met  in  the  Banquet  Hall  of  the  Hotel 
Raleigh  at  12.80  p.m.,  Thursday,  December  80.     There  were  present 
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Messrs.  Carver^  Dewey,  Ely^  Fetter^  Hammond^  Marshall^  WiUcox, 
and  Young. 

In  accordance  with  the  preference  expressed  by  the  members  of  the 
Association  it  was  voted  that  the  twenty-ninth  annual  meeting  be  held 
in  Columbus,  Ohio. 

At  the  request  of  the  Secretary  the  President  was  authorized  to 
appoint  a  committee  of  three  members  to  make  recommendations  for 
the  investment  of  some  of  the  Association's  funds. 

The  President  and  Secretary  were  authorized  to  appoint  a  sub-com- 
mittee of  three  members  upon  secondary  education  in  economics. 


REPORT  OF  THE  SECRETARY  FOR  THE  YEAR  ENDING 

DECEMBER  17,  1916 

Two  meetings  of  the  Executive  Committee  were  held  during  the  year, 
in  each  case  at  the  City  Club,  New  York.  At  the  first  meeting,  on 
March  IS,  the  program  and  other  arrangements  for  the  San  Francisco 
meeting  were  informally  discussed.  Invitations  for  the  December 
meeting  having  been  received  from  Lexington,  Indianapolis,  and  Cin- 
cinnati, it  was  voted  that  Lexington  be  deemed  the  first  choice  of  the 
committee,  subject  to  the  findings  of  certain  inquiries  aboat  local 
facilities,  and  that  Indianapolis  be  deemed  the  second  choice.  The 
power  of  making  a  final  decision  was  given  to  the  President  and 
Secretary. 

The  following  were  appointed  members  of  the  Committee  upon  Fed- 
eral Work  in  Statistics,  created  at  the  previous  annual  meeting:^ 
G.  E.  Bamett,  J.  L.  Coulter,  J.  A.  Field,  W.  C.  Mitchell,  and  W.  F. 
Willcox,  chairman.  W.  M.  Persons  was  later  added  to  the  ccnnmittee. 
Two  resolutions  which  had  been  introduced  at  the  Ann^nl  meeting, 
relating  to  the  preparation  of  the  national  budget  and  to  a  proposed 
investigation  of  occupational  mortality'  and  disability  were  referred  to 
this  new  committee. 

Acting  upon  the  preference  expressed  by  the  Executive  Conmiittee, 
and  after  making  sure  that  the  local  facilities  were  in  all  ways  ade- 
quate, the  President  and  Secretary  chose  Lexington,  Ky.,  as  the  place 
of  holding  the  twenty-eighth  annual  meeting.  Later,  however,  the 
officials  of  the  Second  Pan  American  Scientific  Congress  asked  the  co- 
operation of  the  American  Economic  Association,  and  it  appeared  that 
the  meetings  of  Section  IX  of  the  Congress  would  attract  a  number  of 
our  members.  These  new  considerations  were  set  before  the  Executive 
Committee  by  correspondence  and  a  ballot  was  taken  by  mail  which 
authorized  the  transfer  of  the  meeting  to  Washington. 

The  second  meeting  of  the  Executive  Committee,  held  on  July  15, 
was  devoted  to  the  discussion  of  plans  for  the  Washington  meeting, 
including  the  matter  of  cooperation  with  the  Second  Pan  American 
Scientific  Congress  and  with  the  American  Historical  Association. 

Professor  E.  R.  A.  Seligman,  chairman  of  our  special  committee 
on  Academic  Freedom  and  Academic  Tenure,  reported  on  April  16 
that  it  was  proposed  to  merge  the  joint  committee  of  nine,  representing 

^Proceedings  Twenty-eeventh  Annual  Meeting,  p.  309. 
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the  American  Economic  Association,  the  American  Political  Science 
Association,  and  the  American  Sociological  Society,  with  a  new  com- 
mittee of  fifteen,  acting  as  a  committee  of  the  American  Association 
of  University  Professors.  It  appeared  to  the  officers  of  the  Association 
that  the  authorization  given  to  onr  committee  "to  cooperate  with  any 
similar  conmiittees  which  may  be  constituted  by  other  societies  in  the 
field  of  the  social  sciences"'  was  broad  enough  to  cover  the  proposed 
merger.  This  opinion  was  submitted  to  the  members  of  the  Executive 
Committee,  and,  no  dissent  being  expressed.  Professor  Seligman  was 
informed  that  the  step  proposed  was  within  the  powers  of  his 
committee. 

The  special  meeting  of  the  Association  held  at  San  Francisco, 
Berkeley,  and  Palo  Alto  in  August  was  attended  by  some  sixty  mem- 
bers. The  program,  arranged  by  the  local  committee  on  arrangements 
in  cooperation  with  the  President  of  the  Association,  was  appropriate 
to  the  time  and  place.  The  meeting  afforded  a  pleasant  occasion  for 
the  gathering  of  the  economists  of  the  Pacific  coast,  who  constituted 
about  half  of  the  members  present,  and  who  are  too  widely  separated 
by  distance  to  have  many  opportunities  of  the  kind,  and  it  also  made 
it  possible  for  some  of  their  colleagues  in  the  Middle  West  and  East 
to  come  into  touch  with  them. 

The  changes  in  our  list  of  members  and  subscribers  are  as  follows: 

Members  resigned    159 

Members  removed  for  lack  o£  addrcso 5 

Members  dropped  for  non-payment  of  ducd 92 

Members  removed  by  death 26 

Subscriptions  discontinued 9 

Total  subtractions  281 

New  members  added  J14 

New  subscribers  added    49 

Total  additions  256 

Net  kMS  25 

Our  members  and  subscribers  now  number  2444.  Of  these  2004 
are  members  paying  annually;  80  are  life  members;  7  are  honorary 
members ;  and  S5S  are  subscribers. 

The  net  loss  of  25  members  and  subscribers  is  smaller  than  in  any 
other  year  since  the  increase  in  the  annual  dues  from  three  dollars  to 
five.  This  may  be  taken  to  indicate  that  we  are  approaching  a  state 
of  "normal  equilibrium";  that  with  the  continued  help  of  those  mem- 
bers who  are  actively  interested  in  the  work  of  the  Association  it  may 
^Proeesdingi   TwrnUy-ticsth  AnmuU  Meeting,  p.   197. 
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be  possible  to  maintain  our  membership  at  its  present  fig^ore.     To 
many  of  our  members  the  Secretary  is  indebted  for  cooperation  of  that 
efficient  and  fruitful  sort  which  costs  its  givers  both  time  and  thon^t 
And  it  is  certain  that  Cooperation  of  this  kind  will  continue  to  be  needed, 
if  only  to  hold  our  membership  where  it  is.    Our  present  income  from 
membership  dues  and  subscriptions  is  adequate  to  support  the  Wiork 
we  are  now  doings  but  does  not  afford  a  margin  for  any  substantial 
increase  in  our  expenditures.    The  Managing  Editor  of  the  American 
Economic  Retnew  finds  himself  hampered  in  various  ways  by  reason  of 
the  strict  economy  which  has  to  be  observed  in  the  conduct  of  that 
publication.    More  liberal  payment  for  contributions  and  for  assistance 
as  well  as  for  a  better  grade  of  printing  would  enable  him  to  effect 
substantial  improvements  in  our  already  excellent  joumaL     It  is  to 
be  hoped,  too,  that  the  Association  will  be  able  before  long  to  resume 
the  publication  of  monographs.     Outside  of  a  few  large  universities 
facilities  for  the  publication  of  scholarly  monographs  in  the  field  of 
economics  are  very  meager.    If  the  Association  should  be  able  to  pub- 
lish one  or  two  monographs  a  year  as  supplements  to  the  Review,  it 
would  not  only  perform  a  real  service,  but  would  increase  the  value  of 
membership  in  the  Association.    Possibly  it  might  be  well  in  the  near 
future  to  undertake  the  publication  of  one  annual  monograph.    As  the 
selection  of  a  single  monograph  for  publication  would  in  itself  be 
deemed  an  honor,  the  matter  might  be  arranged  in  the  form  of  a  prise 
competition  and  possibly,  after  the  fashion  of  the  successful  competi- 
tions conducted  by  the  Royal  Statistical  Society   (and  many  other 
learned  societies),  a  medal  might  be  awarded  the  successful  competitor. 
It  is  possible,  also,  that  the  Association  needs  new  activities  for  the 
sake  of  its  own  health.    With  our  finances  in  good  condition,  our  jour- 
nal admirably  conducted  for  us,  and  our  meetings  bringing  annually 
their  full  measure  of  stimulating  discussion  and  pleasant  associations, 
we  may  be  in  danger  of  falling  into  a  pleasant  path  of  routine,  cal- 
culcated  in  the  end  to  weaken  our  influence.     Might  we  not  make  a 
larger  use  of  investigations  and  reports  by  special  committees  than  we 
have  in  the  past?    Each  year  a  number  of  new  issues,  involving  funda- 
mental economic  questions,  come  to  the  foreground.    The  economists  of 
the  country  are  continually  being  appealed  to  in  these  matters,  but  they 
speak  only  through  individual  voices,  here  and  there.    Without  depart- 
ing from  our  declared  determination  to  "take  no  partisan  attitude"  nor 
to  commit  our  members  "to  any  position  on  practical  economic  ques- 
tions," there  is  much  that  we  could  do  in  securing  some  consensus  of 
opinion  on  a  number  of  technical  economic  problems.    We  needn't  agree 
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in  matters  of  general  economic  policies;  we  might  agree  on  certain 
matters  of  technique.  No  part  of  the  work  of  the  young  and  vigorous 
National  Tax  Association  has  been  more  valuable  than  the  reports  from 
its  special  committees  upon  a  number  of  tax  problems.  Are  not  such 
pressing  matters  as  the  econ(xnic  aspects  of  unfair  competition^  rail- 
way valuation  (a  distinctly  econ(xnic  problem  which  the  accountants 
and  engineers  have  well-nigh  taken  from  hb),  the  measurement  of 
wealth  and  income  in  the  United  States^  the  economic  aspects  of  con- 
servation^— ^and  a  host  of  others^ — ^topics  upon  which  we  as  econo- 
mists might  have  something  to  say  that  would  be  worth  saying,  and 
which  we  could  say  with  larger  influence  through  committees  of  this  As- 
sociation than  in  any  other  way?  Work  on  such  committees  takes  time^ 
and  it  would  be  unfair  to  ask  our  members  to  serve  in  this  way  unless 
we  could  supply  funds  for  necessary  clerical  expenses  and  assistance. 

These  tilings  seem  to  point  toward  the  desirability  of  some  increase 
in  our  membership^  if  that  can  be  secured  without  any  sacrifice  of  our 
petition  as  an  organization  of  persons  interested  in  the  scientific  study 
of  economic  problems. 

The  list  of  deaths  among  our  membership  reported  to  the  Secretary 
during  the  year  includes  the  names  of  a  number  who  had  been  long  on 
our  rolls  and  whom  we  had  learned  to  honor  for  their  faithful  and 
efficient  service  in  the  field  of  economic  scholarship. 
JoHAKNss  Conrad  Charles  L.  Loop 

(Honorary  Member)         William  Lummis 
Charlrs  Francis  Adahs  £.  S.  Marlow 

NsLsoN  W.  Aldrich  Lbs  McCluno 

John  Hamilton  Blair  Charles  W.  Michael  . 

Gut  Stevens  Callender  Edward  Bunnell  Phelps 

ELatharinb  Coman  Sereno  S.  Pratt 

Charles  Arthxtr  Conant  Edward  VanDyke  Robinson 

Grace  H.  Dodob  Julius  Rottenbero 

£.  L.  R.  Gould  William  Smart 

W.  M.  Oroton  Samuel  G.  Smith 

Charles  R.  Henderson  Elmer  B.  Waller 

David  Hutzler  Peter  White 

F.  Bromlet  Jansbn 

Respectfully  submitted^ 

Allyn  a.  Youno, 

Secretary. 
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RBCUPTf  A2fD  ExPBKDITURSf 
1915 

Cash  on  hand  December  18,  1914 93;Wft.4d 

Membership  Dues  $9190.50 

Subscriptions    1749J39 

Sales  of  PublicaUou:>  596.<M) 

Interest    397.65 

911,7«1M 


$ij,ais.tf 


ExpendUur0$ 
Publications 

Review  Printing  $W87.41 

Review  Editorial   9835.00 

Review  Expenses  and  ;duppliesi  1566.49 

Proceedings  and  Handboolc 1904.93 

Sundry  Pub'n  Expense    8836 

$8531.49 

Secretary's  Office 

Furniture  and  Fixtures  $    94.19 

Office  Salaries   1730.87 

Traveling  Expense   319.64 

Stationery  and  Prinlhig  173.98 

Office  Supplies  49.10 

Office  Postage   447.61 

Telegraph  and  Telephone   61.03 

Express  and  Cartage   3.79 

Miscellaneous  Expense   15.75 

Annual  Meeting  171.83 

$9983.65 

Insurance    66.50 

Storage  of  Publications   50.00 


Cash  on  hand  December  17,  1915 

Ithaca  Trust  Company  $198.60 

Check  not  deposited  5.00 

Central  Trust  Company  3984.99 


$11^1.5T 


$S,417JI 
$15/>49.4» 


Business  Meetings 


SS6 


Ikcomx  STATiiairT 


Expenditure* 
Review  Printing. ..  .$3834.91 
Review   Editorial...  9710.00 
Review        Expenses 
and  Supplies 1458.73 

Proceedings 

Sundry  Publication  Expense 


$7003.64 

858.70 

86.03 


OiBce  Salaries $1630.87 

Traveling    Expenses 

of  SecreUry 319.64 

Stationery,  inc.  Off. 

Printing 173.98 

OiBce  Supplies 43.10 

OiBce  Postage 44736 

Telegraph  and  Tele- 
phone     61.03 

Express  and  Cartage  3.79 

Miscellaneous  Ex- 
pense      15.75 

Annual  Meeting....  131.98 

Storage  of  Publications.... 

Insurance    

Depreciation    of    Furniture 
and  Fixtures 


$7948.37 


$9819.43 
50.00 
66.50 

87.37 


Surplus 


$10991.67 
1650.09 

$19^81.69 


Reeektta 
Membership    Dues .  $101 14.70 
Less  Defaulted..       103.75 


Subscriptions  $1804.54 

Less  Defaulted..        17.50 


$10010.95 


Sales   of   PTiblf?fltion5s 
Interest 


$1787.04 
486.05 
997.65 


$19^1.69 


The  gross  surplus  for  the  jear^  $1660.02^  indicates  the  thoroughly 
sound  condition  of  the  Association's  finances.  This  is  about  a  thousand 
dollars  larger  than  the  surplus  from  the  operations  of  the  preceding 
year.  It  is  likely  that  this  amount  will  be  somewhat  reduced  by 
reason  of  defaulted  membership  dues.  A  reserve  of  $500  is  set  aside 
for  that  purpose  in  the  subjoined  statements  of  the  Auditing  Committee^ 
thus  reducing  the  net  surplus  to  $1160.02.  The  total  income  was  only 
alightly  larger  than  in  the  preceding  year.  But  the  Managing  Editor 
was  able  to  effect  a  saving  of  about  $500  in  the  cost  of  publishing  the 
American  Economic  Review,  and  the  omission  of  the  Handbook  from 
the  publications  for  the  year  was  responsible  for  a  further  saving. 

Respectfully  submitted, 

Alltn  a.  Young, 

Treasuref^ 


REPORT  OF  THE  AUDITING  COMMITTEE 

Ithaca^  N.  Y.,  December  22,  1915. 

To  the  American  Economic  Association: 

An  audit  in  detail  of  the  accounts  of  the  Secretary-Treasurer  of  the 

Association,  for  the  fiscal  year  ended  December  17, 1915,  has  been  made 

by  assistants  under  the  direction  of  your  committee.    The  accompanying 

statement  of  income  and  outgo,  balance  sheet,  and  exhibit  of  charges  and 

credits  to  surplus,  are  in  our  opinion  correct,  and  we  certify  that  the 

ledger  accounts  are  in  full  agreement  with  the  balance  sheet  here 

presented.  Very  respectfully, 

Donald  Enoush, 

j.  r.  turnkr, 

Abbott  Patson  Ushkr, 

Auditing  Committee. 
Balakci  Shket 

AtisU  LiabOUUM 

Cash  in  Bank  $133.00      Accounts  Payable   $11.67 

Cash  in  Savings  Account 3S84J20      Membership  Dues  Prepaid  . .      831.00 

Investments  Reservies: 

New  York  City  Assessment  Defaulted  Membership 

Bond    $1000  Dues  Receivable  ...$475 

United  Fruit  Company  For  Bad  Accounts 

iVa's  of  1993 9000  Receivable 85 

3000.00  500.00 

Prepaid  Insurance   39.00     Surplus    7978.08 

Membership  Dues  Receivable.  9009.70 

Accounts  Receivable 91.16 

Furniture  and  Fixtures 
Sec.-Treas.  Office   800.00 


$8850.75  $885a75 


Surplus  Account 

Balance  December  17,  1915 $6997^ 

Defaulted  Membership  Dues  $699.90 

Less  Reserve  450.00 

$179.00 

Uncollectible  Accounts  Receivable  $69.40 

Less   Reserve    50.00 

19.40 


$191.40 
Less  Amount  Paid  on  Membership 
Dues  written  off  11.50 


$179  JO 


Actual  Surplus  prior  to  1915 $6818.06 

Net  Surplus  for  1915 1160.0i 

Surplus  December  17,  1915 $7978.08 
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Ikoou  axd  Omao 
OrdlnuT  Inoome 

Data  «(W14.T0 

Leas  DefMdted-    108.75 

Net   IQfilQSS 

Interut    907M 

I 

Ordinafjr  Outgo 

OOce  SaUriea   $lfi30M 

TrnTcUng  Expcnaet  319.H 

Statlaaery  and  Prlntlnfc  1TS.9S 

Portage   «T Ja 

Supplies  M.10 

Telephone  and  Tekgraph  61.03 

Freight  and  Cartage   3.T3 

Insurance       9-00 

Annaal  Meeting   131.98 

Depredation  of  Furniture  &  Fixtures  3131 

MlsccUaneoas  Expense   1S.75 

Exaea*  of  Ordinary  Income — 

PobUcatloii  OntRo 

PrtoUng    JB,83i.8l 

Editorial   1,500.00 

Contributional    1,310.00 

Editorial  Expenses    1,«8.T3 

Proceedings  and   Handbook    858.10 

Sondrf  Publication  Expenses 86.09 

Storage  of  Publlcattono   50.00 

MM 


111..M) 


C8,0(».B7 
PnblicatiM)  Income 

SntacrlptJons    »1,80*.S4 

Sales    «48«.05 

Leu  micoUectible    17^ 

*«8.*5 

3373.09 

Excess  of  PubUcaUon  Outgo    W.789.78 

Gross  Snrplus     »1.9M.09 

Reserve  for  Defaulted  Membership  Hoes 

Recrivsble  «*75.00 

Rcaem  for  Bad  Accounts  Receivable.  95.00 

SWJOO 

Net  Surplus  for  the  year tlJflOJa 

>  Amount  due  from  members  who  have  been  dropped  during  past  fear,  for 
puhUcatians  furnished  during  the  jrear. 


REPORT  OF  THE  MANAGING  EDITOR  OF  THE  AMERI- 
CAN ECONOMIC  REVIEW  FOR  THE  YEAR 
ENDING  DECEMBER,  1915 

The  cost  of  the  Review  during  the  past  year  has  been  $7^008.^  as 
compared  with  $7,5S1.S4  for  the  year  1914.  By  principal  items  the 
cost  has  been  as  follows: 

Printing    93834.91 

Salary  of  editor 1500.00 

Payments  to  contributors    1310.00 

Clerical  assistance  1171.87 

Supplies    986.86 

$7003.64 

The  total  number  of  pages  printed  was  1003  as  compared  with  1030  in 
the  preceding  year.  There  have  been  16  leading  articles^  a  few  less  than 
usual;  and  the  amount  of  space  given  to  listing  of  new  books  has  been 
considerably  less^  due  to  the  falling  off  of  publication  in  Europe.  On 
the  other  hand^  the  number  of  pages  given  to  documents^  reports^  and 
legislation  has  increased. 

In  all,  164  persons  have  cooperated  in  writing  for  the  Review,  con- 
tributing leading  articles,  reviews,  document  notes,  and  periodical 
abstracts. 

A  few  changes  have  taken  place  in  the  staff  of  abstract  cooperators^ 
as  follows:  Dr.  Julius  H.  Parmdee  has  prepared  abstracts  on  the 
subject  of  railways,  formdy  in  charge  of  Professor  £.  R.  Dewsnup; 
Mr.  Martin  J.  Shugrue  has  succeeded  Dr.  John  Bauer  in  the  abstracting 
of  articles  on  accounting;  Professor  Ralph  £.  Heilman  has  prepared 
abstracts  in  the  field  of  public  utilities ;  Professor  Charles  P.  Huse  has 
taken  over  the  section  of  public  finance  resigned  by  Dr.  Williamson; 
Professor  A.  S.  Dewing  has  abstracted  articles  on  investments  and  on 
corporations  and  trusts;  Professor  Henry  R.  Mussey  has  resigned 
as  abstractor  of  articles  on  tariffs  and  reciprocity. 

The  following  have  served  on  the  board  of  editors:  Professor  Clive 
Day  and  Professor  H.  J.  Davenport,  whose  terms  expire  with  1917; 
Professor  F.  A.  Fetter  and  Professor  H.  E.  Mills,  whose  terms  expire 
with  1916;  and  Dr.  H.  B.  Gardner  and  Dr.  J.  L.  Coulter,  whose  terms 
expire  with  1915. 

Appended  are  comparative  tables  showing  the  distribution  of  con- 
tents and  costs  by  principal  group  items,  in  continuation  of  tables  given 
in  the  report  for  last  year. 
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1.  Pages  oivbk  to  bach  ncnoK 

1911  1919 

Leading  articles   S4d  991 

Review  of  books  304  998 

New  books  listed  69  101 

Documents,  reports,  ]e^<«lRtior.    89  110 

Periodicnl   abstracts    13S  186 

Notes    40  41 

Doctoral  dissertations  S  11 


2S0 


191S 

1914 

1916 

874 

397 

314 

968 

943 

957 

104 

136 

90 

141 

113 

149 

167 

166 

144 

43 

35 

49 

S 

10 

U 

978   1088   1078   1030   1003 


9.    XuMBEl   or   FTEMS   IX   EACH  SECTIOK 

1911  191S 

Leading    articles    91  17 

Books  reviewed  907  913 

New  books  Usted  785  1459 

Signed    notes    in    dooiiments,    rrno**t«?    and 

legislation    97  39 

Periodical   abstracts    1074  179T 


3.  Peecentaoe  given  to  each  SECnOK 

1911  1912 

Leading  articles  34.9  98.0 

Reviews  of  books   31.0  98.7 

New  books  listed   6 J9  9.6 

Documents,  reports,  le^slation    9.1  10.6 

Periodical  abstracts    13.4  17.9 

Notes    4.0         4.0 

Doctoral  dissertations    «  1.0 


191S 

1914 

1915 

90 

90 

16 

198 

145 

135 

1416 

1575 

1069 

49 

33 

99 

1877 

9091 

17.W 

191S 

1914 

1916 

39J 

31.8 

31.3 

94.9 

93.6 

95.7 

9.6 

13J 

9.0 

13.0 

11.0 

14J2 

15.5 

16.1 

14.4 

4.0 

3.4 

4Ji 

.7 


.9 
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4.   EXPEKDITUBBS 

1911  191S  191$  1914  1916 

Printing    ^495.18  3990.83  8398.01  3093.69  9834.91 

Salary  of  editor 1500.00  1500.00  1500.00  1500.00  1500.00 

Contributors    1390JI5  1114.50  1968J5  1319J5  1910.00 

Clerical  assistance 865.50      794.89  983.09  1936J9  1171.87 

SuppUes    413.51      999.68  395.10  459.18  986.86 

Traveling  expenses   of   Editors...     ^^'^^^ 


$6750.59    6999.90    7404.55    753134    700SJ4 


Dayii  B.  Dbwbt, 


EdUor. 


REPORT  OF  THE  COMMITTEE  ON  ACADEMIC 

DOM  AND  ACADEMIC  TENURE^ 

I.     General  Declaration  of  Principlbs 

The  term  ''academic  freedom"  has  traditionally  had  two  applicatkxns 
— ^to  the  freedom  of  the  teacher  and  to  that  of  the  stodent^  Lehrfretheii 
and  LemfreiheiU  It  need  scarcely  be  pointed  out  that  the  freedom 
which  is  the  subject  of  this  report  is  that  of  the  teacher.  Academic 
freedom  in  this  sense  comprises  three  elements:  freedom  of  inquiry 
and  research;  freedom  of  teaching  within  the  university  or  college;  and 
freedom  of  extra-mural  utterance  and  action.  The  first  of  these  is 
almost  everywhere  so  safeguarded  that  the  dangers  of  its  infringement 
are  slight.  It  may  therefore  be  disregarded  in  this  report.  The  sec- 
ond and  third  phases  of  academic  freedom  are  closely  related^  and  are 
often  not  distinguished.  The  thirds  however^  has  an  importance  of  its 
own^  since  of  late  it  has  perhaps  more  frequently  been  the  occasion  of 
difficulties  and  controversies  than  has  the  question  of  freedom  of  intra- 
academic  teaching.  All  five  of  the  cases  which  have  recently  been 
investigated  by  committees  of  this  Association  have  involved^  at  least 
as  one  factor^  the  right  of  university  teachers  to  express  their  opinions 
freely  outside  the  university  or  to  engage  in  political  activities  in  their 
capacity  as  citizens.  The  general  principles  which  have  to  do  with  free- 
dom of  teaching  in  both  these  senses  seem  to  the  committee  to  be  in 
great  part^  though  not  wholly^  the  same.  In  this  report^  therefore,  we 
shall  consider  the  matter  primarily  with  reference  to  freedom  of  teach- 
ing within  the  university,  and  shall  assume  that  what  is  said  thereon  is 
also  applicable  to  the  freedom  of  speech  of  university  teachers  outside 
their  institutions,  subject  to  certain  qualifications  and  supplementary 
considerations  which  will  be  pointed  out  in  the  course  of  the  report 

An  adequate  discussion  of  academic  freedom  must  necessarily  con- 
sider three  matters:  (1)  the  scope  and  basis  of  the  power  exercised 
by  those  bodies  having  ultimate  legal  authority  in  academic  affairs ;  (2) 
the  nature  of  the  academic  calling;  (3)  the  function  of  the  academic 
institution  or  university. 

^  A  report  made  to  the  American  Association  of  University  Professors  by  a 
committee  of  nine  members,  with  which  a  committee  of  three  representing  the 
American  Economic  Association  had  been  merged.  The  report  was  accepted 
and  approved  by  the  American  Association  ot  University  Professors  at  a 
meeting  held  in  Washington,  January,  1,  1916. 
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i.  Bans  of  aeademie  amihoritff 

American  institatioiis  of  learning  are  usually  controlled  by  boards  of 
trustees  as  the  ultimate  repositories  of  power«  Upon  them  finally  it 
devolves  to  determine  the  measure  of  academic  freedom  which  is  to  be 
realised  in  the  several  institutions.  It  therefore  becomes  necessary  to 
inquire  into  the  nature  of  the  trust  reposed  in  these  boards^  and  to 
ascertain  to  whom  the  trustees  are  to  be  considered  accountable. 

The  simplest  case  is  that  of  a  proprietary  school  or  college  designed 
for  the  propagation  of  specific  doctrines  prescribed  by  those  who  have 
furnished  its  endowment.  It  is  evident  that  in  such  cases  the  trustees 
are  bound  by  the  deed  of  gift,  and,  whatever  be  their  own  views,  are 
obligated  to  carry  out  the  terms  of  the  trust.  If  a  church  or  religious 
denomination  establishes  a  college  to  be  governed  by  a  board  of  trus- 
tees^ with  the  express  understanding  that  the  college  will  be  used  as  an 
instrument  of  propaganda  in  the  interests  of  the  religious  faith  pro- 
fessed by  the  church  or  denomination  creating  it,  the  trustees  have  a 
right  to  demand  that  everything  be  subordinated  to  that  end.  If,  again, 
as  has  happened  in  this  country,  a  wealthy  manufacturer  establishes  a 
special  school  in  a  university  in  order  to  teach,  among  other  things, 
the  advantages  of  a  protective  tariff,  or  if ,  as  is  also  the  case,  an  insti- 
tution has  been  endowed  for  the  purpose  of  propagating  the  doctrines 
of  socialism,  the  situation  is  analogous.  All  of  these  are  essentially 
proprietary  institutions,  in  the  moral  sense.  They  do  not,  at  least  as 
regards  one  particular  subject,  accept  the  principles  of  freedom  of 
inquiry,  of  opinion,  and  of  teaching;  and  their  purpose  is  not  to  advance 
knowledge  by  the  unrestricted  research  and  unfettered  discussion  of 
impartial  investigators,  but  rather  to  subsidise  the  promotion  of  the 
opinions  held  by  the  persons,  usually  not  of  the  scholar's  calling,  who 
provide  the  funds  for  their  maintenance.  Concerning  the  desirability  of 
the  existence  of  such  institutions,  the  committee  does  not  desire  to 
express  any  opinion.  But  it  is  manifestly  important  that  they  should 
not  be  permitted  to  sail  under  false  colors.  Genuine  boldness  and 
thoroughness  of  inquiry,  and  freedom  of  speech,  are  scarcely  recon- 
cilable with  the  prescribed  inculcation  of  a  particular  opinion  upon  a 
controverted  question. 

Such  institutions  are  rare,  however,  and  are  becoming  ever  more  rare. 
We  still  have,  indeed,  colleges  under  denominational  auspices ;  but  very 
few  of  them  impose  upon  their  trustees  responsibility  for  the  spread  of 
specific  doctrines.  They  are  more  and  more  coming  to  occupy,  with 
respect  to  the  freedom  enjoyed  by  the  members  of  their  t^^MrK^^g  bodies, 
the  position  of  untrammeled  institutions  of  learning,  and  are  differen- 
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tiated  only  by  the  natural  influence  of  their  respective  historic  antece- 
dents and  traditions. 

Leaving  aside^  then,  the  small  number  of  institutions  of  the  proprie- 
tary type,  what  is  the  nature  of  the  trust  reposed  in  the  governing 
boards  of  the  ordinary  institutions  of  learning?  Can  colleges  and  uni- 
versities that  are  not  strictiy  bound  by  their  founders  to  a  propa- 
gandist duty  ever  be  included  in  the  class  of  institutions  that  we  have 
just  described  as  being  in  a  moral  sense  proprietary?  The  answer  is 
clear.  If  the  former  class  of  institutions  constitute  a  private  or  pro- 
prietary trust,  the  latter  constitute  a  public  trust.  The  trustees  are 
trustees  for  the  public.  In  the  case  of  our  state  universities  this  is  self- 
evident.  In  the  case  of  most  of  our  privately  endowed  institutions,  the 
situation  is  really  not  different.  They  cannot  be  permitted  to  assume 
the  proprietary  attitude  and  privilege,  if  they  are  appealing  to  the 
general  public  for  support.  Trustees  of  such  universities  or  colleges 
have  no  moral  right  to  bind  the  reason  or  the  conscience  of  any  pro- 
fessor. All  claim  to  such  right  is  waived  by  the  appeal  to  the  general 
public  for  contributions  and  for  moral  support  in  the  maintenance,  not 
of  a  propaganda,  but  of  a  non-partisan  institution  of  learning.  It 
follows  that  any  university  which  lays  restrictions  upon  the  intellectual 
freedom  of  its  professors  proclaims  itself  a  proprietary  institution,  and 
should  be  so  described  whenever  it  makes  a  general  appeal  for  funds; 
and  the  public  should  be  advised  that  the  institution  has  no  claim 
whatever  to  general  support  or  regard. 

This  elementary  distinction  between  a  private  and  a  public  trust 
is  not  yet  so  universally  accepted  as  it  should  be  in  our  American  insti- 
tutions. While  in  many  universities  and  colleges  the  situation  has  come 
to  be  entirely  satisfactory,  there  are  others  in  which  the  relation  of 
trustees  to  professors  is  apparently  still  conceived  to  be  analogous  to 
that  of  a  private  employer  to  his  employees;  in  which,  therefore,  trus- 
tees are  not  regarded  as  debarred  by  any  moral  restrictions,  beyond 
their  own  sense  of  expediency,  from  imposing  their  personal  opinions 
upon  the  teaching  of  the  institution,  or  even  from  employing  the  power 
of  dismissal  to  gratify  their  private  antipathies  or  resentments.  An 
eminent  university  president  thus  described  the  situation  not  many 
years  since: 

In  the  institutions  of  higher  education  the  board  of  trustees  is  the  body  oo 
whose  discretion,  good  feeling,  and  experience  the  securing  of  academic  free- 
dom now  depends.  There  are  boards  which  leave  nothing  to  be  desired  in 
these  respects;  but  there  are  also  numerous  bodies  that  have  everytiiing  to 
learn  with  regard  to  academic  freedom.  These  barbarous  boards  exercise  an 
arbitrary  power  of  dismissal.    They  exclude  from  the  teachings  of  the  uniTer- 
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sity  unpopular  or  dangerous  subjects.  In  some  states  they  even  treat  pro- 
fessors' positions  as  common  political  spoils;  and  aU  too  frequently,  both  in 
state  and  endowed  institutions,  they  fail  to  treat  the  members  of  the  teaching 
staff  with  that  high  consideration  to  which  their  functions  entitle  them.* 

It  is^  then^  a  prerequisite  to  a  realisation  of  the  proper  measure  of 
academic  freedom  in  American  institutions  of  learnings  that  all  boards 
of  tmateet  ihould  understand — as  many  already  do— the  full  implica- 
tiona  of  the  distinction  between  private  proprietorship  and  a  public 
trust. 

2,  The  nature  of  the  academic  calling 

The  above-mentioned  conception  of  a  university  as  an  ordinary  busi- 
ness venture^  and  of  academic  teaching  as  a  purely  private  employment, 
manifests  also  a  radical  failure  to  apprehend  the  nature  of  the  social 
function  discharged  by  the  professional  scholar.  While  we  should  be 
reluctant  to  believe  that  any  large  number  of  educated  persons  suffer 
from  such  a  misapprehension,  it  seems  desirable  at  this  time  to  restate 
clearly  the  chief  reasons,  lying  in  the  nature  of  the  university  teaching 
profession^  why  it  is  to  the  public  interest  that  the  professorial  office 
should  be  one  both  of  dignity  and  of  independence. 

If  education  is  the  comer  stone  of  the  structure  of  society  and  if 
progress  in  scientific  knowledge  is  essential  to  civilization,  few  things 
can  be  more  important  than  to  enhance  the  dignity  of  the  scholar's  pro- 
fession, with  a  view  to  attracting  into  its  ranks  men  of  the  highest 
ability,  of  sound  learning,  and  of  strong  and  independent  character. 
This  is  the  more  essential  because  the  pecuniary  emoluments  of  the 
profession  are  not,  and  doubtless  never  will  be,  equal  to  those  open  to 
the  more  successful  members  of  other  professions.  It  is  not,  in  our 
opinion,  desirable  that  men  should  be  drawn  into  this  profession  by 
the  magnitude  of  the  economic  rewards  which  it  offers ;  but  it  is  for  this 
reason  the  more  needful  that  men  of  high  gifts  and  character  should 
be  drawn  into  it  by  the  assurance  of  an  honorable  and  secure  position, 
and  of  freedom  to  perform  honestly  and  according  to  their  own  con- 
sciences the  distinctive  and  important  function  which  the  nature  of 
the  profession  lays  upon  them. 

That  function  is  to  deal  at  first  hand,  after  prolonged  and  specialised 
technical  training,  with  the  sources  of  knowledge;  and  to  impart  the 
results  of  their  own  and  of  their  fellow-specialists'  investigations  and 
reflection,  both  to  students  and  to  the  general  public,  without  fear  or 

'From  "Academic  Freedom,"  an  address  delivered  before  the  New  York 
Chapter  of  the  Phi  Beta  Kappa  Society  at  Cornell  University,  May  99,  liK)7, 
by  Charles  William  Eliot,  LL.D.,  President  of  Harvard  University. 
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favor.  The  proper  discharge  of  this  function  requires  (among  other 
things)  that  the  university  teacher  shall  be  exempt  from  any  pecu- 
niary motive  or  inducement  to  hold^  or  to  express^  any  conclusion  which 
is  not  the  genuine  and  uncolored  product  of  his  own  study  or  that  of 
fellow-specialists.  Indeed^  the  proper  fulfilment  of  the  work  of  the 
professorate  requires  that  our  universities  shall  be  so  free  that  no 
fair-minded  jperson  shall  find  any  excuse  for  even  a  suspicion  that  the 
utterances  of  university  teachers  are  shaped  or  restricted  by  the 
judgment^  not  of  professional  scholars^  but  of  inexpert  and  possibly 
not  wholly  disinterested  persons  outside  of  their  ranks.  The  lay 
public  is  under  no  compulsion  to  accept  or  to  act  upon  the  opinions 
of  the  scientific  experts  whom,  through  the  universities,  it  employs. 
But  it  is  highly  needful,  in  the  interest  of  society  at  large,  that  what 
purport  to  be  the  conclusions  of  men  trained  for,  and  dedicated  to,  the 
quest  for  truth,  shall  in  fact  be  the  conclusions  of  such  men,  and  not 
echoes  of  the  opinions  of  the  lay  public,  or  of  the  individuals  who  endow 
or  manage  universities.  To  the  degree  that  professional  scholars,  in  the 
formation  and  promulgation  of  their  opinions,  are,  or  by  the  character 
of  their  tenure  appear  to  be,  subject  to  any  motive  other  than  their 
own  scientific  conscience  and  a  desire  for  the  respect  of  their  fellow- 
experts,  to  that  degree  the  university  teaching  profession  is  corrupted; 
its  proper  influence  upon  public  opinion  is  diminished  and  vitiated ;  and 
society  at  large  fails  to  get  from  its  scholars,  in  an  unadulterated 
form,  the  peculiar  and  necessary  service  which  it  is  the  office  of  the 
professional  s<^holar  to  furnish. 

These  considerations  make  still  more  clear  the  nature  of  the  rela- 
tionship between  university  trustees  and  members  of  university  facul- 
ties. The  latter  are  the  appointees,  but  not  in  any  proper  sense  the 
employees,  of  the  former.  For,  once  appointed,  the  scholar  has  pro- 
fessional functions  to  perform  in  which  the  appointing  authorities 
have  neither  competency  nor  moral  right  to  intervene.  The  responsi- 
bility of  the  university  teacher  is  primarily  to  the  public  itself,  and  to 
the  judgment  of  his  own  profession;  and  while,  with  respect  to  certain 
external  conditions  of  his  vocation,  he  accepts  a  responsibility  to  the 
authorities  of  the  institution  in  which  he  serves,  in  the  essentials  of 
his  professional  activity  his  duty  is  to  the  wider  public  to  which  the 
institution  itself  is  morally  amenable.  So  far  as  the  university  teacher's 
independence  of  thought  and  utterance  is  concerned — though  not  in 
other  regards — the  relationship  of  professor  to  trustees  may  be  com- 
pared to  that  between  judges  of  the  federal  courts  and  the  executive 
who  appoints  them.     University  teachers  should  be  understood  to  be, 
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with  respect  to  the  conclusions  reached  and  expressed  by  them^  no 
more  subject  to  the  control  of  the  trostees  than  are  judges  subject  to 
the  control  of  the  president^  with  respect  to  their  decisions;  while  of 
course^  for  the  same  reason,  trustees  are  no  more  to  be  held  responsible 
for,  or  to  be  presumed  to  agree  with,  the  opinions  or  utterances  of  pro- 
fessors than  the  president  can  be  assumed  to  approve  of  aU  the  legal 
reasonings  of  the  courts.  A  university  is  a  great  and  indispensable 
organ  of  the  higher  life  of  a  civilised  community,  in  the  work  of  which 
the  trustees  hold  an  essential  and  highly  honorable  place,  but  in  which 
the  faculties  hold  an  independent  place,  with  quite  equal  responsi- 
bilities— ^and  in  relation  to  purely  scientific  and  educational  questions, 
the  primary  responsibility.  Misconception  or  obscurity  in  this  matter 
has  undoubtedly  been  a  source  of  occasional  difficulty  in  the  past,  and 
even  in  several  instances  during  the  current  year,  however  much,  in  the 
main,  a  long  tradition  of  kindly  and  courteous  intercourse  between 
trustees  and  members  of  university  faculties  has  kept  the  question  in 
the  background. 

3.  The  function  of  the  academic  imtitution 

The  importance  of  academic  freedom  is  most  clearly  perceived  in 
the  light  of  the  purposes  for  which  universities  exist.  These  are  three 
in  number: 

A.  To  promote  inquiry  and  advance  the  sum  of  human  knowledge. 

B.  To  provide  general  instruction  to  the  students. 

C.  To  develop  experts  for  various  branches  of  the  public  service. 
Let  us  consider  each  of  these.     In  the  earlier  stages  of  a  nation's 

intellectual  development,  the  chief  concern  of  educational  institutions  is 
to  train  the  growing  generation  and  to  diffuse  the  already  accepted 
knowledge.  It  is  only  slowly  that  there  comes  to  be  provided  in  the 
highest  institutions  of  learning  the  opportunity  for  the  gradual  wresting 
from  nature  of  her  intimate  secrets.  The  modern  university  is  becom- 
ing more  and  more  the  home  of  scientific  research.  There  are  three 
fields  of  human  inquiry  in  which  the  race  is  only  at  the  beginning: 
natural  science,  social  science,  and  philosophy  and  religion,  dealing 
with  the  relations  of  man  to  outer  nature,  to  his  fellow  men,  and  to  the 
ultimate  realities  and  values.  In  natural  science  all  that  we  have 
learned  but  serves  to  make  us  realise  more  deeply  how  much  more 
remains  to  be  discovered.  In  social  science  in  its  largest  sense,  which 
is  concerned  with  the  relations  of  men  in  society  and  with  the  condi- 
tions of  social  order  and  well-being,  we  have  learned  only  an  adumbra- 
tion of  the  laws  which  govern  these  vastly  complex  phenomena*    Fi- 
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nallj^  in  the  spiritual  life^  and  in  the  interpretation  of  the  general 
meaning  and  ends  of  human  existence  and  its  relation  to  the  nniyerse, 
we  are  still  far  from  a  comprehension  of  the  final  truths^  and.  from  a 
universal  agreement  among  all  sincere  and  earnest  men.  In  all  of  these 
domains  of  knowledge^  the  first  condition  of  progress  is  complete  and 
unlimited  freedom  to  pursue  inquiry  and  publish  its  results.  Such 
freedom  is  the  breath  in  the  nostrils  of  all  scientific  activity. 

The  second  function — which  for  a  long  time  was  the  only  function — 
of  the  American  college  or  university  is  to  provide  instraction  for 
students.  It  is  scarcely  open  to  question  that  freedom  of  utterance  is 
as  important  to  the  teacher  as  it  is  to  the  investigator.  No  man  can 
be  a  successful  teacher  unless  he  enjoys  the  respect  of  his  students^  and 
their  confidence  in  his  intellectual  integrity.  It  is  clear^  however, 
that  this  confidence  will  be  impaired  if  there  is  suspicion  on  the  part  of 
the  student  that  the  teacher  is  not  expressing  himself  fully  or  frankly, 
or  that  college  and  university  teachers  in  general  are  a  repressed  and 
intimidated  class  who  dare  not  speak  with  that  candor  and  courage 
which  youth  always  demands  in  those  whom  it  is  to  esteem.  The 
average  student  is  a  discerning  observer,  who  soon  takes  the  measure 
of  his  instructor.  It  is  not  only  the  character  of  the  instruction  bat 
also  the  character  of  the  instructor  that  counts ;  and  if  the  student  has 
reason  to  believe  that  the  instructor  is  not  true  to  himself,  the  virtue  of 
the  instruction  as  an  educative  force  is  incalculably  diminished.  There 
must  be  in  the  mind  of  the  teacher  no  mental  reservation.  He  must 
give  the  student  the  best  of  what  he  has  and  what  he  is. 

The  third  function  of  the  modern  university  is  to  develop  experts  for 
the  use  of  the  community.  If  there  is  one  thing  that  distinguishes  the 
more  recent  developments  of  democracy,  it  is  the  recognition  by  legis- 
lators of  the  inherent  complexities  of  economic,  social,  and  political  life, 
and  the  difficulty  of  solving  problems  of  technical  adjustment  without 
technical  knowledge.  The  recognition  of  this  fact  has  led  to  a  contin- 
ually greater  demand  for  the  aid  of  experts  in  these  subjects,  to  advise 
both  legislators  and  administrators.  The  training  of  such  experts  has, 
accordingly,  in  recent  years,  become  an  important  part  of  the  work  of 
the  universities;  and  in  almost  every  one  of  our  higher  institutions  of 
learning  the  professors  of  the  economic,  social,  and  political  sciences 
have  been  drafted  to  an  increasing  extent  into  more  or  less  unofficial 
participation  in  the  public  service.  It  is  obvious  that  here  again  the 
scholar  must  be  absolutely  free  not  only  to  pursue  his  investigations 
but  to  declare  the  results  of  his  researches,  no  matter  where  they  mav 
lead  him  or  to  what  extent  they  may  come  into  conflict  with  accepted 
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opinion.  To  be  of  use  to  the  legislator  or  the  administrator,  he  must 
enjoy  their  complete  confidence  in  the  disinterestedness  of  his 
conclnsions. 

It  is  dear,  then,  that  the  uniTcrsity  cannot  perform  its  threefold 
function  without  accepting  and  enforcing  to  the  fullest  extent  the 
principle  of  academic  freedom.  The  responsibility  of  the  university  as 
a  whole  is  to  the  community  at  large,  and  any  restriction  upon  the 
freedom  of  the  instructor  is  bound  to  react  injuriously  upon  the 
efficiency  and  the  morale  of  the  institution,  and  therefore  ultimately 
upon  the  interests  of  the  community. 

The  attempted  infringements  of  academic  freedom  at  present  are 
probably  not  only  of  less  frequency  than,  but  of  a  different  character 
from,  those  to  be  found  in  former  times.  In  the  early  period  of  univer- 
sity development  in  America  the  chief  menace  to  academic  freedom 
was  ecclesiastical,  and  the  disciplines  chiefly  affected  were  philosophy 
and  the  natural  sciences.  In  more  recent  times  the  danger  sone  has 
been  shifted  to  the  political  and  social  sciences — ^though  we  still  have 
sporadic  examples  of  the  former  class  of  eases  in  some  of  our  smaller 
institutions.  But  it  is  precisely  in  these  provinces  of  knowledge  in 
which  academic  freedom  is  now  most  likely  to  be  threatened,  that  the 
need  for  it  is  at  the  same  time  most  evident.  No  person  of  intelligence 
believes  that  all  of  our  political  problems  have  been  solved,  or  that  the 
final  stage  of  social  evolution  has  been  reached.  Grave  issues  in  the  ad- 
justment of  men's  social  and  economic  relations  are  certain  to  call  for 
settlement  in  the  years  that  are  to  come;  and  for  the  right  settlement  of 
them  mankind  will  need  all  the  wisdom,  all  the  good  will,  all  the  sober- 
ness of  mind,  and  all  the  knowledge  drawn  from  experience,  that  it  can 
command.  Towards  this  settlement  the  university  has  potentially  its  own 
very  great  contribution  to  make;  for  if  the  adjustment  reached  is  to 
be  a  wise  one,  it  must  take  due  account  of  economic  science,  and  be 
guided  by  that  breadth  of  historic  vision  which  it  should  be  one  of  the 
functions  of  a  university  to  cultivate.  But  if  the  universities  are  to 
render  any  such  service  towards  the  right  solution  of  the  social  prob- 
lems of  the  future,  it  is  the  first  essential  that  the  scholars  who  carry 
on  the  work  of  universities  shall  not  be  in  a  position  of  dependence 
upon  the  favor  of  any  social  class  or  group,  that  the  disinterestedness 
and  impartiality  of  their  inquiries  and  their  conclusions  shall  be,  so 
far  as  is  humanly  possible,  beyond  the  reach  of  suspicion. 

The  special  dangers  to  freedom  of  teaching  in  the  domain  of  the 
social  sciences  are  evidently  two.    The  one  which  is  the  more  likely  to 
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affect  the  privatelj  endowed  colleges  and  nniyersitiefl  is  the  danger 
of  restrictions  upon  the  expression  of  opinions  which  point  towards 
extensive  social  innovations^  or  call  in  question  the  moral  legitimacj  or 
social  expediency  of  economic  conditions  or  commercial  practices  in 
which  large  vested  interests  are  involved.  In  the  political^  social^  and 
economic  field  almost  every  question^  no  matter  how  large  and  goieral  it 
at  first  appears^  is  more  or  less  affected  with  private  or  class  interests; 
and^  as  the  governing  body  of  a  university  is  naturally  made  up  of  men 
who  through  their  standing  and  ability  are  personally  interested  in  grest 
private  enterprises^  the  points  of  possible  conflict  are  numberless. 
When  to  this  is  added  the  consideration  that  benefactors^  as  well  as  most 
of  the  parents  who  send  their  children  to  privately  endowed  institotioiis, 
themselves  belong  to  the  more  prosperous  and  therefore  usually  to 
the  more  conservative  classes^  it  is  apparent  that,  so  long  as  effectosi 
safeguards  for  academic  freedom  are  not  established^  there  is  a  resl 
danger  that  pressure  from  vested  interests  may^  sometimes  deliberatdiy 
and  sometimes  unconsciously^  sometimes  openly  and  sometimes  subtlj 
and  in  obscure  ways>  be  brought  to  bear  upon  academic  authorities. 

On  the  other  hand^  in  our  state  universities  the  danger  may  be  the 
reverse.  Where  the  university  is  dependent  for  funds  upon  legislative 
f  avor^  it  has  sometimes  happened  that  the  conduct  of  the  institution  hss 
been  affected  by  political  considerations;  and  where  there  is  a  definite 
governmental  policy  or  a  strong  public  feeling  on  economic^  social^  or 
political  questions^  the  menace  to  academic  freedom  may  consist  in  the 
repression  of  opinions  that  in  the  particular  political  situation  are 
deemed  ultra-conservative  rather  than  ultra-radical.  The  essential 
pointy  however^  is  not  so  much  that  the  opinion  is  of  one  or  another 
shade^  as  that  it  differs  from  the  views  entertained  by  the  authorities. 
The  question  resolves  itself  into  one  of  departure  from  accepted 
standards;  whether  the  departure  is  in  the  one  direction  or  the  other 
is  immaterial. 

This  brings  us  to  the  most  serious  difficulty  of  this  problem; 
namely^  the  dangers  connected  with  the  existence  in  a  democracy  of  an 
overwhelming  and  concentrated  public  opinion.  The  tendency  of  mod- 
em democracy  is  for  men  to  think  alike^  to  feel  alike^  and  to  speak  alike. 
Any  departure  from  the  conventional  standards  is  apt  to  be  regarded 
with  suspicion.  Public  opinion  is  at  once  the  chief  safeguard  of  a 
democracy^  and  the  chief  menace  to  the  real  liberty  of  the  individual 
It  almost  seems  as  if  the  danger  of  despotism  cannot  be  wholly  averted 
under  any  form  of  government.  In  a  political  autocracy  there  is  no 
effective  public  opinion^  and  all  are  subject  to  the  tyranny  of  the 
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ruler;  in  a  democracy  there  is  political  freedom,  but  there  is  likely  to 
be  a  tyramiy  of  public  opinion. 

An  inviolable  refuge  from  such  tyranny  should  be  fonnd  in  Ae 
university.    It  should  be  an  intellectual  experiment  station,  where  new 
ideas  may  germinate  and  where  their  fruit,  though  still  distasteful  to 
the  community  as  a  whole,  may  be  allowed  to  ripen  until  finally,  per* 
chance,  it  may  become  a  part  of  the  accepted  intellectual  food  of  Ae 
nation  or  of  the  world.    Not  less  is  it  a  distinctive  duty  of  the  university 
to  be  the  conservator  of  all  genuine  elements  of  value  in  the  past  thought 
and  life  of  mankind  which  are  not  in  the  fashion  of  the  moment.  Though 
it  need  not  be  the  "home  of  beaten  causes,"  the  university  is,  indeed, 
likely  always  to  exercise  a  certain  fonn  of  conservative  influence.    For 
by  its  nature  it  is  conmiitted  to  the  principle  that  knowledge  should 
precede  action,  to  the  caution  (by  no  means  synonymous  with  intel- 
lectual timidity)  which  is  an  essential  part  of  the  scientific  method,  to 
a  sense  of  the  complexity  of  social  problems,  to  the  practice  of  taking 
long  views  into  the  future,  and  to  a  reasonable  regard  for  the  t^i^phingf 
of  experience.    One  of  its  most  characteristic  functions  in  a  democratic 
society  is  to  help  make  public  opinion  more  self-critical  and  more  cir- 
cumspect, to  check  the  more  hasty  and  unconsidered  impulses  of  popular 
feeling,  to  train  the  democracy  to  the  habit  of  looking  before  and  after. 
It  is  precisely  this  function  of  the  university  which  is  most  injured  by 
any  restriction  upon  academic  freedom;  and  it  is  precisely  those  who 
most  value  this  aspect  of  the  university's  work  who  should  most  earnestly 
protest  against  any  such  restriction.  For  the  public  may  respect,  and  be 
infiueneed  by,  the  counsels  of  prudence  and  of  moderation  which  are 
given  by  men  of  science,  if  it  believes  those  counsels  to  be  the  disinter- 
ested expression  of  the  scientific  temper  and  of  unbiased  inquiry.    It  is 
little  likely  to  respect  or  heed  them  if  it  has  reason  to  believe  that  they 
are  the  expression  of  the  interests,  or  the  timidities,  of  the  limited  portion 
of  the  community  which  is  in  a  position  to  endow  institutions  of  learn- 
ing, or  is  most  likely  to  be  represented  upon  their  boards  of  trustees. 
And  a  plausible  reason  for  this  belief  is  given  the  public  so  long  as  our 
universities  are  not  organised  in  such  a  way  as  to  make  impossible  any 
exercise  of  pressure  upon  professorial  opinions  and  utterances  by 
governing  boards  of  laymen. 

Since  there  are  no  rights  without  corresponding  duties,  the  con- 
siderations heretofore  set  down  with  respect  to  the  freedom  of  the 
academic  teacher  entail  certain  correlative  obligations.  The  claim  to 
freedom  of  teaching  is  made  in  the  interest  of  the  integrity  and  of  the 
progress  of  scientific  inquiry;  it  is,  therefore,  only  those  who  carry  on 
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their  work  in  the  temper  of  the  scientific  inquirer  who  may  jnstlj 
assert  this  claim.  The  liberty  of  the  scholar  within  the  oniyersity  to 
set  forth  his  conclusions^  be  they  what  they  may^  is  conditioned  by  their 
being  conclusions  gained  by  a  scholar's  method  and  held  in  a  schdLar^i 
spirit;  that  is  to  say^  they  most  be  the  fruits  of  competent  and  patient 
and  sincere  inquiry^  and  they  should  be  set  forth  with  dignity^  courtesy, 
and  temperateness  of  language.  The  university  teacher^  in  giving 
instruction  upon  controversial  matters,  while  he  is  under  no  oUigaticm 
to  hide  his  own  opinion  under  a  mountain  of  equivocal  verbiage^  should, 
if  he  is  fit  for  his  position,  be  a  person  of  a  fair  and  judicial  mind;  he 
should,  in  dealing  with  such  subjects,  set  forth  justly^  without  sup- 
pression or  innuendo,  the  divergent  opinions  of  other  investigators;  he 
should  cause  his  students  to  become  familiar  with  the  best  published 
expressions  of  the  great  historic  types  of  doctrine  upon  the  qnestions  at 
issue;  and  he  should,  above  all,  remember  that  his  business  is  not  to 
provide  his  students  with  ready-made  conclusions,  but  to  train  them  to 
think  for  themselves,  and  to  provide  them  access  to  those  materials 
which  they  need  if  they  are  to  tlunk  intelligently. 

It  is,  however,  for  reasons  which  have  already  been  made  evident, 
inadmissible  that  the  power  of  determining  when  departures  from  the 
requirements  of  the  scientific  spirit  and  method  have  occurred,  should 
be  vested  in  bodies  not  composed  of  members  of  the  academic  pro- 
fession. Such  bodies  necessarily  lack  full  competency  to  judge  of 
those  requirements;  their  intervention  can  never  be  exempt  from  the 
suspicion  that  it  is  dictated  by  other  motives  than  zeal  for  the  integrity 
of  science;  and  it  is,  in  any  case,  unsuitable  to  the  dignity  of  a  great 
profession  that  the  initial  responsibility  for  the  maintenance  of  its 
professional  standards  should  not  be  in  the  hands  of  its  own  members. 
It  follows  that  university  teachers  must  be  prepared  to  assume  this 
responsibility  for  themselves.  They  have  hitherto  seldom  had  the 
opportunity,  or  perhaps  the  disposition,  to  do  so.  The  obligation  wiU 
doubtless,  therefore,  seem  to  many  an  unwelcome  and  burdensome  one; 
and  for  its  proper  discharge  members  of  the  profession  will  perhaps 
need  to  acquire,  in  a  greater  measure  than  they  at  present  possess  it, 
the  capacity  for  impersonal  judgment  in  such  cases,  and  for  judicial 
severity  when  the  occasion  requires  it.  But  the  responsibility  cannot, 
in  this  committee's  opinion,  be  rightfully  evaded.  If  this  profession 
should  prove  itself  unwilling  to  purge  its  ranks  of  the  incompetent  and 
the  unworthy,  or  to  prevent  the  freedom  which  it  claims  in  the  name 
of  science  from  being  used  as  a  shelter  for  inefficiency,  for  superficiali^, 
or  for  uncritical  and  intemperate  partisanship,  it  is  certain  that  the 
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task  will  be  performed  by  others — by  others  who  lack  certain  essential 
qualifications  for  performing  it,  and  whose  action  is  sore  to  breed  sus- 
picions and  recurrent  controversies  deeply  injorioos  to  the  internal 
order  and  the  public  standing  of  uniyersities.  Your  committee  has, 
therefore,  in  the  appended  "Practical  Proposals"  attempted  to  suggest 
means  by  which  judicial  action  by  representatiyes  of  the  profession, 
with  respect  to  the  matters  here  referred  to,  may  be  secured. 

There  is  one  case  in  which  the  academic  teacher  is  under  an  obliga- 
tion to  obsenre  certain  special  restraints — namely,  the  instruction  of 
inmiature  students.  In  many  of  our  American  colleges,  and  especially 
in  the  first  two  years  of  the  course,  the  student's  character  is  not  yet 
fully  formed,  his  mind  is  still  relatiyely  inmiature.  In  these  circum- 
stances it  may  reasonably  be  expected  that  the  instructor  will  present 
scientific  truth  with  discretion,  that  he  will  introduce  the  student  to  new 
conceptions  gradually,  with  some  consideration  for  the  student's  pre- 
conceptions and  traditions,  and  with  due  regard  to  character-building. 
The  teacher  ought  also  to  be  especially  on  his  guard  against  taking 
unfair  adyantage  of  the  student's  immaturity  by  indoctrinating  him 
with  the  teacher's  own  opinions  before  the  student  has  had  an  oppor- 
tunity fairly  to  examine  other  opinions  upon  the  matters  in  question, 
and  before  he  has  sufficient  knowledge  and  ripeness  of  judgment  to 
be  entitled  to  form  any  definite  opinion  of  his  own.  It  is  not  the  least 
sendee  which  a  college  or  uniyersity  may  render  to  those  under  its 
instruction,  to  habituate  them  to  looking  not  only  patiently  but  methodi- 
cally on  both  sides,  before  adopting  any  conclusion  upon  controrerted 
issues.  By  these  suggestions,  howeyer,  it  need  scarcely  be  said  that 
the  conmiittee  does  not  intend  to  imply  that  it  is  not  the  duty  of  an 
academic  instructor  to  giye  to  any  students  old  enough  to  be  in  college 
a  genuine  intellectual  awakening  and  to  arouse  in  them  a  keen  desire 
to  reach  personally  yerified  conclusions  upon  all  questions  of  general 
concernment  to  mankind,  or  of  special  significance  for  their  own  time. 
There  is  much  truth  in  some  remarks  recently  made  in  this  connection 
by  a  college  president: 

Certain  professors  have  been  refused  reflection  lately,  apparently  beeanse 
they  set  their  students  to  thinking  in  ways  objectionable  to  the  trustees.  It 
would  be  well  if  more  teachers  were  dismissed  because  they  fail  to  stimulate 
thinking  of  any  kind.  We  can  afford  to  forgire  a  college  professor  what  we 
regard  as  the  occasional  error  of  his  doctrine,  especially  as  we  may  be  wrongs 
prorided  he  is  a  contagious  center  of  intellectual  enthusiasm.  It  is  better  for 
students  to  think  about  heresies  than  not  to  think  at  all;  better  for  them  to 
climb  new  trails,  and  stumble  over  error  if  need  be,  than  to  ride  forerer  in 
upholstered  ease  in  the  overcrowded  highway.    It  is  a  primary  duty  of  a  teadier 
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to  make  a  student  take  an  honest  account  of  his  stock  of  Ideas,  tfaErow  out 
the  dead  niAtter,  place  revised  price  marks  on  what  is  left,  and  try  to  1111  Us 
empty  shelves  with  new  goods.* 


It  is^  howeyer^  possible  and  necessary  that  snch  intdlectiial 
ing  be  brought  about  witih  patience^  considerateness,  and  pedagogical 
wisdom. 

There  is  one  further  consideration  with  regard  to  the  classroom 
utterances  of  college  and  university  teachers  to  which  the  eonunlttee 
thinks  it  important  to  call  the  attention  of  members  of  the  professioiiy 
and  of  administrative  authorities.  Such  utterances  ought  always  to  be 
considered  privileged  communications.  Discussions  in  the  classroom 
ought  not  to  be  supposed  to  be  utterances  for  the  public  at  large.  They 
are  often  designed  to  provoke  opposition  or  arouse  debate.  It  has^ 
unfortunately^  sometimes  happened  in  this  country  that  sensatkmal 
newspapers  have  quoted  and  garbled  such  remarks.  As  a  matter  of 
common  law^  it  is  clear  that  the  utterances  of  an  academic  instructor  are 
privileged^  and  may  not  be  published^  in  whole  or  part^  without  Us 
authorization.  But  our  practice^  unfortunately^  still  differs  from  that 
of  foreign  countries^  and  no  effective  check  has  in  this  countrj  been 
put  upon  such  unauthorised  and  often  misleading  publication.  It 
is  much  to  be  desired  that  test  cases  should  be  made  of  any  infractions 
of  the  rule.* 

In  their  extra-mural  utterances^  it  is  obvious  that  academic  teachers 
are  under  a  peculiar  obligation  to  avoid  hasty  or  unverified  or  exag- 
gerated statements^  and  to  refrain  from  intemperate  or  sensational 
modes  of  expression.  But^  subject  to  these  restraints^  it  is  not^  in  this 
committee's  opinion^  desirable  that  scholars  should  be  debarred  from 
giving  expression  to  their  judgments  upon  controversial  questions^  or 
that  their  freedom  of  speech^  outside  the  university^  should  be  limited 
to  questions  falling  within  their  own  specialties.  It  is  clearly  not 
proper  that  they  should  be  prohibited  from  lending  their  active  sup- 
port to  organized  movements  which  they  believe  to  be  in  the  public 
interest  And>  speaking  broadly^  it  may  be  said  in  the  words  of  a 
non-academic   body   already   once   quoted   in   a   publication    of  this 

•President  William  T.  Foster  in  The  Nation,  November  11,  1915. 

'The  leading  case  is  Abemethy  vs.  Hutchimon,  3  L.  J.,  Ch.  909.  In  this  case 
where  damages  were  awarded  the  court  held  as  follows:  "That  persons  wlio 
are  admitted  as  pupils  or  otherwise  to  hear  these  lectures,  although  they  are 
orally  delivered  and  the  parties  might  go  to  tlie  extent,  if  they  were  able  \a 
do  80,  of  putting  down  the  whole  by  means  of  shorthand,  yet  they  can  do  that 
only  for  the  purpose  of  their  own  information  and  could  not  publish,  for  profit, 
that  which  they  had  not  obtained  the  right  of  seUing." 
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Association,  that  ''it  is  neiUier  possible  ncv  desirmUe  to  deprive  a 
college  professor  of  Ae  pditieal  rights  TOQehsafed  to  ererj  dtisen.*^ 
It  is,  however,  a  qoestioii  deserring  of  consideration  by  members  of 
this  Association,  and  by  uniYcrsity  officials,  how  far  academic  teadieis, 
at  least  those  dealing  with  political,  economic,  and  social  sobjeds, 
should  be  prominent  in  the  management  of  oor  great  party  organisa- 
tions, or  shoold  be  candidates  for  state  or  national  offices  of  a  dis- 
tinctly political  character.  It  is  manifestly  desirable  that  such  teadiers 
have  minds  ontrammeled  by  party  loyalties,  nnexcited  by  party  en- 
thusiasms, and  unbiased  by  personal  political  ambitions;  and  tliat 
universities  shoold  remain  uniuTolyed  in  party  antagonisms.  On  Ae 
other  hand,  it  is  equally  manifest  that  the  material  arailaUe  for  Ae 
service  of  the  State  would  be  restricted  in  a  highly  undesirable  way, 
if  it  were  understood  that  no  member  of  the  academic  profession  should 
ever  be  caUed  upon  to  assume  the  responsibilities  of  public  office.  This 
question  may,  in  the  conmiittee's  opinion,  suitably  be  made  a  topic  for 
special  discussion  at  some  future  meeting  of  this  Association,  in  order 
that  a  practical  policy,  which  shall  do  justice  to  the  two  partially 
conflicting  considerations  that  bear  upon  the  matter,  may  be  agreed 
upon* 

It  is,  it  will  be  seen,  in  no  sense  the  contention  of  this  committee 
that  academic  freedom  implies  that  individual  teachers  should  be  ex- 
empt from  all  restraints  as  to  the  matter  or  manner  of  their  utterances, 
either  within  or  without  the  university.  Such  restraints  as  are  neces- 
sary should  in  the  main,  your  committee  holds,  be  self-imposed,  or 
enforced  by  the  public  opinion  of  the  profession.  But  there  may, 
undoubtedly,  arise  occasional  cases  in  which  the  aberrations  of  indi- 
viduals may  require  to  be  checked  by  definite  disciplinary  action. 
What  this  report  chiefly  maintains  is  that  such  action  can  not  with 
safety  be  taken  by  bodies  not  composed  of  members  of  the  academic 
profession.  Lay  governing  boards  are  competent  to  judge  concerning 
charges  of  habitual  neglect  of  assigned  duties,  on  the  part  of  individual 
teachers,  and  concerning  charges  of  grave  moral  delinquency.  •  But  in 
matters  of  opinion,  and  of  the  utterance  of  opinion,  such  boards  can  not 
intervene  without  destroying,  to  the  extent  of  their  intervention,  the 
essential  nature  of  a  university — ^without  converting  it  from  a  place 
dedicated  to  openness  of  mind,  in  which  the  conclusions  expressed  are 
the  tested  conclusions  of  trained  scholars,  into  a  place  barred  against 
the  access  of  new  light,  and  precommitted  to  the  opinions  or  preju- 

*  B^ort  of  th0  Wucomin  State  Board  of  Public  A  fain,  December,  1914, 
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dices  of  men  who  have  not  been  set  apart  or  expressly  trained  for  tke 
scholar's  duties.  It  is^  in  ^ort^  not  the  absolute  freedom  of  utterance 
of  the  individual  scholar,  but  the  absolute  freedom  of  though  of 
inquiry,  of  discussion  and  of  teaching,  of  the  academic  professioii, 
that  is  asserted  by  this  declaration  of  principles.  It  is  conceiyaUe  that 
our  profession  may  prove  unworthy  of  its  high  calling,  and  unfit  to 
exercise  the  responsibilities  that  belong  to  it.  But  it  will  acaroefy  be 
said  as  yet  to  have  given  evidence  of  such  unfitness.  And  the  existence 
of  this  Association,  as  it  seems  to  your  committee,  must  be  construed  at 
a  pledge,  not  only  that  the  profession  will  earnestly  guard  those 
liberties  without  which  it  can  not  rightly  render  its  distinctive  and 
indispensable  service  to  society,  but  also  that  it  wiU  with  equal  earnest- 
ness seek  to  maintain  such  standards  of  professional  character,  and  of 
scientific  integrity  and  competency,  as  shall  make  it  a  fit  instroment 
for  that  service. 

II.  Practical  Proposals 

As  the  foregoing  declaration  implies,  the  ends  to  be  accomplished 
are  chiefly  three: 

First:  To  safeguard  freedom  of  inquiry  and  of  t^,aching  against 
both  covert  and  overt  attacks,  by  providing  suitable  judicial  bodies, 
composed  of  members  of  the  academic  profession,  which  may  be  called 
into  action  before  university  teachers  are  dismissed  or  disciplined, 
and  may  determine  in  what  cases  the  question  of  academic  freedom  is 
actually  involved. 

Second:  By  the  same  means,  to  protect  college  executives  and  gov- 
erning boards  against  unjust  charges  of  infringement  of  academic 
freedom,  or  of  arbitrary  and  dictatorial  conduct — charges  which,  when 
they  gain  wide  currency  and  belief,  are  highly  detrimental  to  the  good 
repute  and  the  influence  of  universities. 

Third:  To  render  the  profession  more  attractive  to  men  of  high 
ability  and  strong  personality  by  insuring  the  dignity,  the  indepen- 
dence, and  the  reasonable  security  of  tenure,  of  the  professorial  office. 

The  measures  which  it  is  believed  to  be  necessary  for  our  universities 
to  adopt  to  realize  these  ends — ^measures  which  have  already  been 
adopted  in  part  by  some  institutions — are  four: 

A.  Action  by  Faculty  Committees  on  Reappointments.  Official  action 
relating  to  reappointments  and  refusals  of  reappointment  should  be 
taken  only  with  the  advice  and  consent  of  some  board  or  committee 
representative  of  the  faculty.     Your  committee  does  not  desire  to 
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teadien  of  Us  awn  deparlmeDt  and  «f  eognale  depaiUamli  In  tbe 
ualferaiij,  and.  If  the  teacher  eoneemed  to  detife>  hj  a  eoHMatUtt  itf 

*11d8  does  not  refer  to  itfvmM  of  rcappolatiiMiit  at  tba  taplraUoa  af  Ilia 
terma  of  oOce  of  teadien  bdoir  the  rank  of  aModala  pfafNtar*  All  MWll 
qoettloBt  of  reappolatment  should,  as  abore  prorMadi  ba  artad  apail  ^  a 
faculty  rowmilttac. 
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his  feUow-spedalistB  from  other  institiiiioiiSj  appointed  hy  some  com- 
petent anthority. 
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E.  R.  A.  Sbuoican,  Chmrman,  Charles  A.  Kofoid^ 

Charlbs  E.  Bbnkstt,  Arthur  O.  Lovsjot, 

f  J.  Q.  Dbalky^  Frrdbrick  W.  Padslpord, 

Richard  T.  Elt^  Roscoi^  Pound, 

HxNRT  W.  Farnam,  Howard  C.  Warrbn, 

Frakk  a.  Fbttsr,  U.  O.  Wbathrrlt. 
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